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A PRIMER  OF 
ECONOMICS  AND  PEACE 

INTRODUCTION 

//^RGANIZED  peace  movements  have  long  devoted  most 
of  their  attention  to  political  measures— treaties,  inter- 
national conferences,  arbitration  agreements,  and  the  like. 
Although  the  importance  of  economic  factors  in  shaping 
political  action  has  often  been  acknowledged  in  a general 
way,  little  or  no  concerted  effort  has  been  made  to  explore 
the  possibilities  of  specific  action  in  the  economic  field  to 
help  the  cause  of  world  peace. 

Does  prosperity  really  assure  peace,  after  all?  If  so,  in 
just  what  ways?  Just  how  does  it  work  out?  If  we  believe, 
as  is  often  said,  that  prosperous  nations  are  peaceably 
minded,  what  definite  and  specific  steps  should  we  take  to 
better  our  own  and  world  prosperity? 

Certainly  it  is  high  time  that  these  questions  are  an- 
swered, and  the  men  to  answer  them  are  the  specialists  in 
the  field  of  economics.  Economists  differ  on  many  aspects 
of  their  broad  subject,  but,  the  National  Peace  Conference 
asked,  was  it  not  possible  that  they  could  agree  on  the 
fundamentals  involved  in  this  vital  problem?  Could  they, 
perhaps,  go  even  further  and  formulate  a program  in  some 
detail? 

They  have  done  both  these  things.  The  report  of  the 
Committee  on  Economics  and  Peace  (which  is  presented 
on  pages  43  to  63  of  this  book)  represents  a meeting  of  the 
minds  of  men  with  widely  divergent  views  on  many  sub- 
jects—socialists  and  capitalists,  for  example;  liberals  and 
conservatives— who  here  reach  common  ground  of  greater 
area  than  they  themselves  would  have  thought  possible 
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when  they  began  their  explorations.  This  is  an  impressive 
fact.  Here  are  the  principles  on  which  thirty-four  of  the 
outstanding  authorities,  both  in  the  academic  field  and 
in  the  business  world,  agree.  The  report  is  a historic  docu- 
ment, it  is  perhaps  not  too  much  to  say;  for,  so  far  as  is 
known,  it  is  the  first  joint  formulation  for  specific  peace 
purposes  of  definite  recommendations  as  to  how  this  nation, 
or  any  nation,  ought  to  conduct  its  business  life  at  home 
and  abroad  so  as  to  minimize  the  risk  of  war. 

What  do  they  say? 

Well,  in  the  first  place,  they  do  not  exaggerate  their  own 
importance  or  the  importance  of  economics.  They  do  not 
assert  that  wars  are  always  the  outgrowth  of  economic 
causes.  They  do  not  proclaim  that  here  is  the  complete 
answer  to  war  and  peace;  and  this  very  moderation  of 
statement  makes  what  they  have  to  say  all  the  more  con- 
vincing. 

PEACE  AND  PROSPERITY 

Prosperity  of  nations  works  toward  peace,  on  the  whole, 
they  conclude;  and  economic  distress  helps  breed  war. 
This  is  not  at  all  the  same  thing  as  saying  that  prosperity 
unfailingly  assures  peace;  it  does  not,  for  prosperity  brings 
its  own  special  war  temptations.  Wealthy  nations  can 
easily  finance  armaments,  for  example,  and  the  possession 
of  big  armaments  brings  the  itch  to  use  them.  Wealthy 
nations  in  the  flush  of  their  strength  may  grow  arrogant. 
Then,  if  their  prosperity  contrasts  painfully  with  the 
poverty  of  their  neighbors,  they  are  exposed  to  the  danger 
of  attack  inspired  by  envy. 

But  the  temptations  born  of  economic  distress  are  more 
powerful  forces  in  stimulating  war.  The  people  of  a pros- 
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perous  nation  may  well  hesitate  to  risk  their  happiness  to 
plunge  into  war  for  a dubious  gain;  a people  whose  lives 
are  pinched  with  hardship  and  deprivation  are  more  likely 
to  feel  they  have  not  much  to  lose  in  hazarding  a throw 
of  the  dice  of  war,  while  they  may  gain  much. 

Again,  one  of  the  quick  ways  to  relieve  unemployment 
is  to  put  men  to  work  creating  armament.  But  if  steel 
mills  and  shipyards  are  otherwise  busy,  that  strong  motive 
for  building  warships  and  making  guns  disappears. 

Dictators  spring  up  in  distressed  nations,  sweeping  to 
power  on  their  promises  to  bring  better  times.  No  need 
to  enumerate  instances  of  that,  or  to  elaborate  the  point 
that  dictators  are  almost  invariably  a special  threat  to 
peace.  The  daily  newspapers  have  been  telling  that  story 
for  the  past  ten  years  or  more— and  telling  us  also  that  too 
often  dictators  try  to  make  good  their  promises  of  better 
times  at  the  expense  of  other  nations. 

On  balance,  then,  the  war  risks  of  economic  health  are 
fewer  and  less  dangerous  than  the  war  risks  of  economic 
sickness.  Our  national  program  as  peace  lovers  should  be 
to  promote  prosperity. 

But  there  are  ways  and  ways  to  promote  prosperity, 
some  of  them  sound,  some  unsound;  some  builders  of  good 
will,  some  provocative  of  international  irritation.  Even 
our  domestic  economic  policy  sharply  affects  international 
peace  by  creating  contentment  or  unrest  at  home,  and 
thus  strongly  influencing  our  attitude  toward  other  na- 
tions. If  we  are  in  the  depths  of  a depression,  and  European 
steel  makers  manage  to  capture  some  orders  for  steel  along 
our  Atlantic  seaboard,  there  is  likely  to  be  resentment 
which  might  possibly  build  up  into  a real  international 
"incident.”  But  if  our  own  steel  mills  are  busy,  a trickle 
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of  imports  is  likely  to  pass  unnoted,  or  at  least  without 
comment.  There  was  just  such  an  outcry,  by  the  way, 
when  it  was  discovered  two  or  three  years  ago  that  German 
sheet  steel  piling  was  being  used  for  the  temporary  work 
on  a big  New  York  bridge— a bridge  that  was  being  built 
with  public  money  for  the  purpose  of  making  work  for 
unemployed  men.  In  happier  times,  imports  of  this  highly 
specialized  type  of  finished  steel  had  attracted  no  attention 
whatever. 

THE  BUSINESS  MAN’S  PART 

The  American  business  man  has  a considerable  respon- 
sibility for  maintaining  peace,  a greater  responsibility  than 
business  men  of  many  other  nations  bear,  because  our  gov- 
ernment does  not  dominate  and  direct  foreign  trade  to 
anything  like  the  degree  that  is  common  abroad.  To  state 
the  extreme  case,  when  we  do  business  with  Russia,  we 
are  doing  business  direct  with  the  government.  The  Ger- 
man government  manages  the  details  of  its  citizens’  foreign 
transactions  almost  as  completely;  and  these  two  countries 
by  no  means  exhaust  the  list  of  those  in  which  foreign 
business  is  pretty  much  a governmental  affair. 

But  our  government  still  confines  its  interest  in  foreign 
trade  mostly  to  outlining  the  framework  within  which 
private  business  men  are  to  work.  That  is  to  say,  our 
government  decides  to  make  reciprocal  trade  agreements, 
or  it  decides  to  restrict  foreign  loans.  Our  international 
economic  relations,  therefore,  are  for  the  most  part  "inter- 
national” not  in  the  sense  that  they  are  transactions  be- 
tween nations,  but  only  in  the  sense  that  they  are  dealings 
between  business  men  who  happen  to  live  in  different 
countries.  The  daily  behavior  and  the  daily  decisions  of 
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American  business  men  thus  are  important  because  they 
are  our  principal  contact  with  the  people  of  other  lands, 
and  thus  the  principal  means  by  which  we  build  good  will 
or  ill  will  toward  us. 

These  are  some  of  the  considerations  that  have  to  be 
taken  into  account  if  we  want  to  work  for  peace  through 
our  business  and  financial  policies:  in  other  words,  if  the 
friends  of  peace  want  to  get  actual  results  in  a practical 
way. 

As  the  report  of  the  Committee  on  Economics  and 
Peace  says,  "The  economic  approach  is  only  one  approach 
to  peace,  but  it  is  important  and  every  approach  should 
be  used  as  much  as  possible.  Similarly,  peace  is  only  one 
way  of  promoting  economic  improvement,  but  it  is  an 
important  way.  Peace-makers  and  economic  reformers 
may  represent  differing  emphasis  and  even  some  contradic- 
tion, but  there  is  large  area  for  common  action.” 

Well,  what  are  the  practical  principles  we  should  follow 
in  forming  our  national  and  international  business  policies 
if  we  truly  want  peace?  The  report  of  the  economists 
takes  them  up  one  by  one,  under  seven  headings:  Inter- 
national Trade,  Reciprocal  Trade  Agreements,  Competi- 
tion of  Low-Cost  Countries,  Foreign  Investments  and  War 
Debts,  International  Monetary  Relations,  Territory  and 
Migration,  and  Domestic  Economic  Behavior. 

FOREIGN  TRADE 

Trade  is,  of  course,  the  oldest  form  of  contact  between 
nations,  and  it  still  is  the  basic  international  relation.  Loans 
and  other  financial  transactions  are  mere  outgrowths  of 
trade;  conquests  of  territory  more  often  than  not  are  for 
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the  purpose  of  increasing  trade;  and  trade,  or  the  lack 
of  it,  explains  many  movements  of  populations  with  all 
the  vexing  questions  they  bring  up. 

Evidently,  trade  relations  must  therefore  be  the  major 
source  of  opportunities  for  international  friction.  We 
shall  do  well  to  plan  our  trade  relations  with  great  care. 

We  can  see  that  the  fewer  the  impediments  to  the  free 
flow  of  trade  among  nations,  the  less  impatience  and  irrita- 
tion there  will  be,  in  general.  If  Siam  puts  up  no  barriers 
against  trade  with  us  and  still  we  are  unable  to  sell  goods 
in  Siam,  we  recognize  that  the  reason  must  be  our  lack  of 
enterprise,  or  lack  of  efficiency,  or  such  unalterable  handi- 
caps as  the  long  freight  haul.  In  any  event,  there  is  noth- 
ing to  get  angry  about.  But  let  Siam  put  a higher  tariff 
against  American  goods  than  against  Japanese  goods,  and 
we  build  up  a sense  of  grievance.  If  Siamese  trade  is  im- 
portant enough,  if  a large  proportion  of  our  people  have 
been  making  a living  by  turning  out  goods  for  Siamese 
customers  and  their  living  has  been  destroyed  in  this  way, 
the  sense  of  grievance  may  easily  grow  into  actual  hostility 
toward  Siam. 

Yet  free  trade  among  nations  inevitably  makes  na- 
tions highly  dependent  on  one  another.  It  works  this  way: 
If  there  were  no  barriers  to  trade  across  oceans  and  fron- 
tiers, we  should  buy  shoes  wherever  they  can  be  made  most 
cheaply— in  Czecho-Slovakia,  perhaps.  Since  we  can  make 
automobiles  more  cheaply  than  any  other  people,  we  should 
be  selling  automobiles  all  over  the  world,  even  more  than 
we  do  already  in  spite  of  severe  handicaps  in  the  way  of 
high  tariffs.  Each  country  would  specialize  in  producing 
the  things  it  could  make  best  or  most  cheaply,  and  it  would 
exchange  these  things  in  trade  for  the  specialties  of  other 
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nations.  This  process  goes  on  now,  to  a remarkable  degree; 
any  moves  toward  lowering  the  barriers  between  nations 
always  greatly  stimulate  it.  With  certain  modifications 
which  we  need  not  go  into  here,  a large  measure  of  world- 
wide trade  probably  is  the  ideal  condition  in  peace  time. 

But  suppose  war  breaks  out.  Then,  if  we  are  producing 
only  those  goods  which  we  can  make  better  and  cheaper 
than  anyone  else,  and  depending  upon  imports  to  supply 
many  of  our  vital  needs,  we  are  doubly  embarrassed,  for 
we  cannot  sell  our  great  production  of  specialties  abroad, 
we  cannot  absorb  them  at  home,  we  cannot  convert  our 
automobile  factories  into  shoe  factories,  and  the  supply 
of  shoes  and  other  things  for  which  we  have  depended 
upon  other  nations  is  suddenly  cut  off. 

Thus  we  are  powerfully  dragged  toward  taking  part  in 
the  war,  to  fight  for  our  old  markets  and  to  restore  our 
old  sources  of  supply.  Part  of  the  argument  for  making  a 
nation  self-sufficient  and  buying  abroad  as  few  things  as 
possible  is  that,  if  war  comes,  it  then  is  comparatively  easy 
to  sever  relations  with  the  outside  world  and  thus  avoid 
involvement  in  the  battle.  But  this  is  dangerous  reasoning, 
as  we  shall  presently  see. 

CHART  FOR  A MIDDLE  COURSE 

Somewhere  between  the  extremes  of  complete  interde- 
pendence of  nations  and  complete  self-sufficiency,  we 
should  chart  a course.  The  report  of  the  Committee  makes 
specific  recommendations  for  such  a policy.  Here  they  are: 

The  starting  point  ought  to  be  to  decide  just  what  is 
the  level  of  imports  and  exports  that  is  best  for  us,  all 
things  considered.  Obviously,  this  is  no  easy  thing  to 
determine,  and  perhaps  the  calculation  never  could  be 


12 


A PRIMER  OF 


either  completely  satisfactory  or  hold  good  for  any  great 
length  of  time.  But  we  ought  to  be  able  to  form  a fairly 
good  idea  of  our  goal.  In  choosing  it,  we  shall  have  to 
consider  not  only  today’s  conditions;  but  also,  so  far  as 
we  can  foresee  them,  the  future  needs  of  the  country. 

And  we  shall  have  to  look  at  the  whole  picture.  If  we 
want  to  sell  goods  abroad,  we  must  be  prepared  to  buy 
goods  abroad.  It  is  simple  arithmetic  that  our  books  must 
balance:  we  can  receive  no  more  than  we  spend.  We 
never  did,  and  we  never  can;  it  is  just  one  of  those  inesca- 
pable facts,  and  yet  it  is  very  hard  to  make  people  see  it. 
Somehow  the  idea  stubbornly  persists  that  America  can 
grow  rich  and  prosperous  by  selling  a great  deal  abroad 
and  buying  very  little.  This  idea  is  so  firmly  lodged  in  our 
habits  of  thought  that  it  is  actually  part  of  the  language. 
We  still  call  an  excess  of  exports  over  imports  a "favor- 
able” balance  of  trade.  There  is  nothing  favorable  at  all 
about  such  a situation;  it  is,  in  fact,  bound  to  lead  to 
trouble  if  it  goes  on  very  long. 

The  reason  we  persist  in  this  mistaken  view  is  that  for 
more  than  two  hundred  years  it  actually  was  necessary 
for  the  United  States  to  sell  more  goods  abroad  than  it 
imported— not  every  year,  of  course,  but  on  balance  over 
the  period.  That  does  not  mean  that  we  were  steadily 
growing  richer  and  richer  by  the  exact  amount  of  the 
difference  each  year  or  each  decade  between  what  we  sold 
and  what  we  bought.  But  when  this  was  a young  country, 
we  borrowed  money  abroad  to  open  up  and  develop  this 
rich  new  continent.  To  cite  one  of  the  most  important 
instances,  it  was  English  and  Dutch  money  that  built  our 
railroads.  It  is  always  that  way  in  new  countries;  of 
course  they  have  not  the  accumulated  capital  of  older 
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lands.  They  borrow  money  to  develop  their  resources. 
Argentina  is  greatly  indebted  to  the  courage  of  British 
investors,  without  whose  lending  that  country  would  be 
decades  behind  her  present  development.  American  and 
British  capital  developed  Mexico,  and  so  it  has  been  all 
over  this  continent  and  Africa  and  Australia. 

But  borrowed  money  costs  interest  charges,  naturally. 
New  countries,  which  are  always  in  debt  to  older  coun- 
tries, have  to  sell  enough  goods  abroad  not  only  to  pay 
for  those  goods  which  they  want  to  buy  from  other  coun- 
tries, but  also  to  pay  the  interest  on  their  debts,  and  to 
repay  the  principal  as  it  falls  due.  If  a country  in  this 
stage  of  its  growth  goes  through  a year  or  a series  of  years 
during  which  its  imports  are  greater  than  its  exports,  that 
merely  means  that  investments  by  foreigners  are  flowing 
in  faster  than  payments  of  principal  and  interest  are 
flowing  out;  in  other  words,  debt  to  foreign  investors  is 
increasing.  We  had  many  such  years.  Taking  the  whole 
stretch  from  the  days  of  the  early  colonies  up  to  the  World 
War,  we  were  a debtor  nation,  and  had  to  sell  more  goods 
abroad  than  we  bought  in  order  to  meet  our  debts.  That 
is  why  we  got  so  thoroughly  imbued  with  the  idea  that  we 
must  have  a surplus  of  exports  over  imports  in  order  to 
travel  the  road  to  wealth. 

It  has  been  calculated  by  a great  expert  that  in  a typical 
five-year  period,  the  five  years  that  ended  June  30,  1914, 
the  United  States  paid  an  average  of  $500,000,000  a year 
interest  and  debt  retirement  to  foreign  investors.  By 
chance,  that  was  just  about  the  value  of  the  cotton  we 
sold  to  other  countries  during  that  five  years.  It  was 
the  amount  of  our  "favorable”  balance  of  trade— the 
amount  by  which  our  exports  exceeded  our  imports.  Cot- 
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ton,  in  a very  real  sense,  paid  our  debt  charges.  All  our 
other  exports  (no  single  one  of  which  was  worth  half  so 
much  as  our  cotton  exports)  paid  for  the  goods  we  bought 
abroad. 

But  all  that  is  changed  now.  The  war  changed  it.  Just 
before  the  World  War,  we  used  to  export,  as  we  have  just 
seen,  $500,000,000  worth  of  goods  a year  above  the  value 
of  the  goods  we  imported.  From  1916  through  1920,  we 
averaged  annually  a $3,000,000,000  "favorable”  balance 
of  trade.  In  those  five  years,  we  sold  to  Europe  (mostly) 
$15,000,000,000  worth  of  goods  over  and  above  the  value 
of  everything  we  bought  abroad.  Of  course,  we  owed  no 
such  sum  to  foreigners.  Our  debts  were  wiped  out,  and 
instead  of  being  debtors,  we  became  the  creditors  of 
Europe  to  the  extent  of  something  like  $11,000,000,000. 

The  shoe  is  now  on  the  other  foot.  We  simply  cannot 
hope  to  sell  more  abroad  than  we  buy  unless  we  want  to 
give  the  goods  away,  or  lend  more  money.  Whatever  goods 
we  sell  abroad  must  be  paid  for,  and  they  can  be  paid  for 
only  with  goods.  We  shall  have  to  buy  as  much  as  we  sell. 
We  can  postpone  buying  the  goods,  which  is  what  we  do 
when  we  lend  money  abroad.  Or  we  may  accept  gold,  as 
we  have  been  doing  at  a great  rate— over  $7,000,000,000 
of  it  since  1915.  But  that  is  no  real  answer,  first  because 
gold  itself  is  a kind  of  goods  which  somebody  has  to  pro- 
duce; and,  second,  because  we  now  have  half  of  all  the  gold 
in  the  world  and  all  there  is  left  outside  the  United  States 
would  not  pay  for  our  normal  exports  for  two  years  if 
imports  were  shut  off.  Finally,  what  can  we  do  with  the 
gold  beyond  the  need  of  some  for  monetary  reserve,  except 
eventually  buy  foreign  goods  with  it?  That  is,  except  bury 
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it  in  a bomb-proof  vault  in  Kentucky,  which  is  what  we 
are  doing  with  a large  share  of  it  right  now. 

Hereafter,  we  must  realize  that  our  position  has  changed. 
We  must  buy  as  much  as  we  sell,  even  if  we  are  willing  to 
charge  off  the  debts  foreigners  owe  us  and  forget  them. 
If  we  want  those  debts  paid,  or  any  part  of  them,  we 
must  buy  from  other  nations  a great  deal  more  than  we 
sell  to  them.  That  is  the  plain  fact,  unpalatable  though 
it  appears  to  be  to  "Buy  American”  enthusiasts  and  to 
some  of  the  industries  which  dread  foreign  competition. 

Within  the  limitation  of  a balance  of  trade,  however, 
each  nation  can  decide  what  it  wants  to  export,  and  how 
much;  what  it  wants  to  buy  abroad,  and  how  much.  The 
point  is  that  the  decision  should  not  be  made,  as  in  the 
past,  piecemeal  and  haphazard  according  to  the  outcome 
of  pulling  and  hauling  among  special  groups  who  want  a 
tariff  on  this  and  an  export  bounty  on  that.  The  broad 
policy  should  take  the  welfare  of  the  whole  nation  into 
account:  it  is  a job  for  government  if  there  is  to  be  any 
real  plan  at  all.  That  does  not  mean,  however,  that  the 
government  must  regulate  every  detail.  (There  is,  by  the 
way,  difference  of  opinion  in  the  committee  as  to  the 
proper  balance  between  government  and  private  activity 
in  carrying  out  this  and  other  parts  of  this  program.) 

OUR  HARD  CHOICE 

We  are  faced  with  a hard  choice.  If  we  cut  down  our 
foreign  trade  to  a minimum,  we  run  the  risk  of  helping  to 
breed  wars  by  denying  to  other  nations  a chance  to  earn 
a living  by  making  goods  for  us,  and  by  shutting  off  their 
opportunity  to  supply  their  needs  from  our  store  of  raw 
materials  and  the  products  of  our  factories.  But  if  we 
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develop  a great  foreign  trade,  we  multiply  the  nerves  of 
commerce  and  industry  which  are  exposed  to  every  dis- 
turbance abroad.  We  may  become  involved  in  a war 
because  our  many  interests  are  affected,  or  we  may  suffer 
a severe  depression  at  home  when  the  trade  on  which  we 
have  built  up  jobs  for  millions  of  our  people  is  cut  off. 

The  Committee  on  Economics  and  Peace,  weighing  all 
these  factors,  recommends  that  we  choose  to  accept  the 
risks  of  enlarging  peace-time  commerce  with  foreign  na- 
tions. They  are  less,  it  believes,  than  the  risks  of  attempt- 
ing a greater  self-sufficiency.  But  the  committee  points 
out  that  long  and  careful  study  is  needed  to  decide  just 
which  opportunities  for  foreign  trade  should  be  chosen 
for  development,  rating  them  as  desirable  in  the  order 
of  their  freedom  from  the  danger  of  involving  us  in  war. 

Congress,  the  Committee  believes,  ought  to  lay  down 
the  general  policy;  but  it  makes  the  suggestion  that  there 
should  be  a non-partisan  commission,  representing  all  sec- 
tions of  the  country,  all  classes  of  people,  and  a wide  range 
of  industries  and  occupations,  to  administer  the  regulation 
of  foreign  trade  with  the  flexibility  and  discretion  that 
swiftly  changing  conditions  may  require.  Such  a com- 
mission would  have,  as  a matter  of  course,  the  full  benefit 
of  information  gathered  and  research  carried  on  by  the 
government— the  State  Department,  Department  of  Com- 
merce, Department  of  Agriculture,  and  so  on. 

TARIFFS 

The  Committee  does  not  by  any  means  suggest  that  we 
attempt  the  profound  readjustments  of  the  business  life 
of  the  United  States  that  would  be  necessary  if  we  were  to 
abolish  all  protection  to  American  industries  and  adopt 
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a complete  free  trade  policy,  admitting  without  restric- 
tion all  foreign  goods  to  our  markets.  Undoubtedly  there 
are  industries  which  the  country  will  wish  to  preserve  and 
to  build  up  at  no  matter  what  sacrifice  of  foreign  trade, 
either  because  to  expose  them  to  foreign  competition 
would  throw  great  numbers  of  people  out  of  work  until 
such  time  as  they  could  find  employment  in  other  indus- 
tries—perhaps  in  making  goods  for  export— or  because  it 
might  be  deemed  unwise  to  depend  upon  imports  for  cer- 
tain goods.  We  might  be  unwilling  to  depend  upon  other 
nations  to  supply  us  with  certain  things  needed  for  self- 
defense;  or  we  might  feel  that  the  risks  of  trading  with 
the  principal  producers  of  certain  kinds  of  goods  were  too 
great,  for  one  reason  or  another. 

The  Committee  suggests  that  in  such  cases  the  help 
given  might  well  be  direct  and  open  subsidy  rather  than 
the  tariff  protection,  which  is  its  equivalent.  The  reasons 
advanced  are  that  the  cost  of  this  restriction  of  free  trade 
would  thus  become  more  visible,  instead  of  being  concealed 
as  indirect  taxation  in  the  form  of  higher  prices,  and  the 
burden  would  be  placed  on  the  nation  as  a whole,  instead 
of  on  the  purchasers  of  goods  whose  prices  thus  are  kept 
above  world  levels.  In  no  instance,  the  Committee  adds, 
should  subsidy  to  any  industry  be  so  great  as  to  enable  it 
to  dump  products  in  foreign  markets  at  prices  below  those 
charged  domestic  consumers. 

The  Committee  has  another  related  suggestion.  It  rec- 
ommends that  whenever  a decision  has  been  reached  to 
remove  tariffs  in  order  to  encourage  certain  imports,  the 
workers  and  investors  in  the  industry  suddenly  exposed  to 
foreign  competition  should  be  given  temporary  financial 
assistance,  to  tide  them  over  the  period  of  readjustment. 
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Admittedly,  there  is  no  precedent  in  this  country  for  this 
kind  of  procedure,  and  the  proposal  needs  further  study; 
but  the  economists  suggest  that  the  possibility  should  be 
explored,  of  unemployment  benefits  for  workmen  thus 
affected,  of  training  to  fit  them  for  new  jobs,  and  of 
indemnity  to  investors  for  scrapping  or  converting  equip- 
ment to  new  uses. 

There  should  be,  the  Committee  believes,  prompt  inter- 
national sharing  of  information  on  changes  in  trade  and 
industry  that  can  be  foreseen— the  discovery  of  new  pro- 
cesses which  promise  to  cut  the  cost  of  producing  certain 
goods,  important  inventions  (as  of  new  synthetic  products 
which  may  replace  older  materials),  proposed  changes  in 
tariffs  or  trade  rules,  and  so  on.  Governments  should  go 
even  further:  they  should  consult  with  countries  sure  to 
be  affected  by  their  action  before  they  put  new  trade  regu- 
lations into  effect.  Such  consultations  in  advance  would 
give  the  affected  nations  time  to  develop  changes  in  their 
economic  policies  in  an  orderly  and  thoughtful  way,  and 
not  in  the  spirit  of  fright  or  of  retaliation.  Plainly,  this 
would  tend  to  preserve  good  relations. 

Business  men,  as  already  has  been  remarked,  have  their 
part  to  play.  They  should  keep  in  mind  always  that  their 
good  business  behavior  in  dealing  with  foreign  customers 
or  debtors  improves  international  good  will,  and  that  their 
bad  behavior  creates  international  resentment  just  as  surely 
as  does  governmental  arrogance  or  churlishness. 

In  this  field  of  business,  better  machinery  for  genuine 
international  arbitration  of  trade  disputes  would  be  ex- 
tremely helpful.  Arbitration  should  be  the  remedy  when 
disputes  arise,  instead  of  governmental  intervention  to 
which  we  have  resorted  so  often  in  the  past  when  some 
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other  nation  seemed  to  be  discriminating  against  our  trade. 
There  is  real  danger  of  international  trouble  when  one 
government  interferes  with  the  affairs  of  another  nation 
to  secure  better  treatment  for  its  goods;  there  is  even 
danger  in  diplomatic  representations  as  they  often  have 
been  used  in  the  past. 

"autarchy”— A NEW  WORD  FOR  AN  OLD  IDEA 

Now  the  alternative  to  developing  foreign  trade  is  na- 
tional self-sufficiency,  or  "autarchy,”  as  it  is  frequently 
called.  No  other  nation,  except  possibly  Russia,  is  so  well 
able  to  live  within  itself,  selling  nothing  to  the  rest  of  the 
world  and  buying  nothing  from  the  rest  of  the  world,  as 
is  our  own.  And  at  first  glance,  this  policy  of  living  wholly 
to  ourselves  seems  to  promise  safety  from  all  foreign 
entanglements.  But  we  should  have  to  pay  a high  price 
for  any  such  isolation.  The  Committee  on  Economics  and 
Peace  believes,  indeed,  that  the  price  is  far  too  great  for 
any  benefits  we  might  gain. 

Just  to  begin  with,  isolation  means  a lower  standard  of 
living;  for,  if  we  are  to  be  wholly  self-sufficient,  we  must 
give  up  foreign  trade  not  only  in  war  time  but  in  peace 
time  as  well.  To  choose  one  illustration,  not  necessarily 
the  best,  our  southern  states  grow  cotton,  to  which  their 
lands  and  climate  are  well  adapted,  and  they  sell  part  of 
their  cotton  to  Japan.  Japan  pays  for  the  cotton  with 
silk,  which  is  one  of  the  principal  products  of  its  farmers. 
Cut  off  this  trade,  and  we  have  not  merely  to  find  some 
other  crop  for  our  southern  farms,  but  we  must  also  do 
without  silk— or  turn  to  producing  it  here  at  a cost  several 
times  the  price  the  Japanese  are  glad  to  take.  To  be  sure, 
silk  is  not  an  absolute  necessity:  there  are  substitutes  for  it. 
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We  might  all  wear  rayon  or  cotton  hose.  But  certainly 
that  would  be  reverting  to  a lower  standard  of  living. 
And  if  we  adopted  any  such  policy,  we  should  also  succeed 
in  making  Japan’s  economic  situation  worse;  and,  since 
our  trade  is  very  important  to  her,  we  should  undoubtedly 
earn  her  strong  resentment. 

The  principal  danger  in  attempting  to  achieve  economic 
self-sufficiency,  however,  is  not  abroad,  but  at  home.  We 
cannot  smother  exports  and  choke  off  imports  and  live 
wholly  on  the  resources  of  our  own  country  without  a 
great  degree  of  government  control.  The  nations  which 
are  trying  to  do  this  are  the  nations  where  democratic  gov- 
ernment has  disappeared,  and  where  dictators  are  in  the 
saddle.  Freedom  simply  has  to  disappear  in  the  state  which 
is  trying  to  live  wholly  within  its  own  borders:  before  a 
nation  can  arrive  at  such  a goal,  it  must  foster  industries 
that  simply  could  not  develop  under  normal  conditions, 
such  as  a silkworm  industry,  to  go  back  to  our  illustration, 
which  could  not  thrive  here  without  government  help  of 
one  kind  or  another.  It  must  also  put  stern  clamps  on 
industries  that  otherwise  would  persist  in  producing  goods 
for  export  which  would  have  to  be  paid  for  by  imports. 
The  government,  should  we  attempt  any  such  policy, 
might  decide  that  the  automobile  industry  was  getting  too 
big  and  that  it  was  embarrassing  us  by  shipping  motor  cars 
abroad.  So  the  government  would  have  to  dictate  to  the 
automobile  industry  just  how  it  would  have  to  behave. 

The  risks  entailed  in  carrying  on  foreign  trade  seem 
preferable  to  the  cultivation  of  a policy  which  is  bound 
to  encourage  the  development  of  a dictatorship  in 
America. 

For  that  matter,  economic  isolation  breeds  its  own  war 
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risks.  The  strong  shove  such  a policy  gives  toward  lower 
standards  of  living,  both  at  home  and  abroad,  breeds  dis- 
content and  irritation.  Moreover,  if  nations  see  that  no 
international  trade  is  to  be  allowed  and  that  the  only  way 
they  can  get  raw  materials  is  by  actually  possessing  the 
territory  that  produces  them,  they  have  a strong  incentive 
to  fight  for  expansion  of  their  borders.  Germany  is  dan- 
gerous to  world  peace  today  partly  because  she  demands 
colonies  and,  or,  more  European  territory  to  supply  her 
with  raw  materials  and  give  her  an  outlet  for  her  goods. 
Italy,  which  has  been  struggling  to  achieve  as  high  a degree 
of  self-containment  as  possible,  has  just  completed  the  con- 
quest of  an  undeveloped  country  and  has  recklessly  risked 
provoking  a general  war  thereby. 

RECIPROCAL  TRADE  CONCESSIONS 

The  present  administration  in  Washington  has  devel- 
oped a new  trade  policy  with  foreign  countries.  Believing 
that  part  of  the  world’s  economic  sickness  was  caused  by 
the  building  up  of  barriers  to  trade  between  nations  that 
has  gone  on  at  a great  rate  since  the  war,  this  government 
set  out  to  attempt  to  lower  them.  It  hoped  not  only  to 
benefit  our  own  trade  directly,  but  also  to  set  an  example 
toward  restoration  of  a normal  world  which  other  nations 
might  follow.  It  secured  from  Congress  the  authority 
whereby  the  President  can  reduce  (within  50  per  cent 
limits)  our  tariff  duties  on  goods  in  return  for  concessions 
by  foreign  countries.  A number  of  such  agreements  al- 
ready are  in  effect,  the  more  important  including  agree- 
ments with  Canada,  Cuba,  and  France. 

This  policy  has  been  the  subject  of  some  controversy, 
but  the  Committee  on  Economics  and  Peace  heartily  com- 
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mends  it.  It  recommends  that  the  policy  be  supported 
vigorously,  and  that  it  be  extended.  It  invites  those  gen- 
uinely interested  in  finding  something  practical  to  do  in 
the  cause  of  peace  to  give  support  to  this  program. 

The  economists  who  have  been  studying  the  subject 
assert  that  beneficial  effects  already  are  beginning  to  flow 
from  the  agreements  already  in  force.  The  reciprocal  trade 
agreements  seem  to  have  the  desired  result  of  stimulating 
both  exports  and  imports.  Increased  imports  mean  that 
foreigners  have  more  dollars  with  which  to  buy  our  goods. 
We  are  buying  more  wines  and  laces  from  France  since 
we  made  our  trade  agreement  with  her.  Consequently, 
she  is  able  to  buy  more  cotton  from  us.  In  particular, 
the  wiping  out  by  this  agreement  of  the  French  rules 
which  were  designed  to  keep  imports  from  America  to  a 
minimum  and  which  were  among  the  most  vexatious  in 
the  world  has  been  a great  help  to  the  two-way  business 
between  us  and  her. 

It  ought  to  be  pointed  out,  perhaps,  that  it  does  not 
matter  so  much  as  some  people  seem  to  think  what  par- 
ticular goods  Frenchmen  or  Canadians  or  the  people  of 
any  other  nation  buy  from  us.  If  they  buy  agricultural 
products,  the  farmers  in  this  country  have  more  money 
to  spend  for  agricultural  machinery,  which  makes  work 
in  our  factories.  If  they  buy  manufactured  goods,  that 
makes  business  and  employment  in  the  cities,  and  city 
workmen  are  able  to  buy  more  and  better  food  from  our 
farmers. 

Increased  imports  mean  that  we,  as  consumers,  are  pay- 
ing lower  prices  for  the  kinds  of  goods  imported  than  we 
otherwise  would  pay,  and  therefore  have  more  money  left 
out  of  our  incomes  with  which  to  buy  other  goods. 
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The  economists  find  that  the  advantages  which  already 
are  accruing  from  these  reciprocal  trade  agreements 
(called  the  Hull  agreements  because  the  Secretary  of  State 
has  been  the  great  proponent  of  the  policy)  have  greatly 
outweighed  the  losses  experienced  by  certain  industries 
which  have  felt  increased  competition  from  abroad. 

"cheap  foreign  labor” 

One  of  the  ramifications  of  the  broad  question  of  inter- 
national trade  that  frequently  causes  serious  trouble  be- 
tween nations  is  the  occasional  sudden  influx  of  goods  from 
countries  where  labor  costs  are  low.  Domestic  manufac- 
turers cry  out  that  they  are  forced  to  compete  with 
"pauper  labor”  while  they  maintain  high  standards  of 
wages  and  hours  here. 

On  this  subject,  the  Committee  has  a few  calming 
words  to  say.  The  essence  of  trade,  foreign  or  domestic, 
it  reminds  us,  is  that  consumers  shall  be  supplied  by  low- 
cost  producers.  We  take  this  for  granted,  year  in  and 
year  out,  and  hardly  think  of  the  principle  involved. 
But  the  invasion  of  our  markets  by  new  kinds  of  goods 
startles  and  alarms  us.  Certain  domestic  producers  are 
hurt,  at  least  temporarily,  and  they  demand  tariff  barriers 
or  import  embargoes  to  keep  out  the  foreign  wares.  The 
question  of  competition  from  low-wage  countries  seems  a 
special  problem,  but  when  it  is  examined  it  is  seen  to  be 
just  a part  of  the  whole  question  of  foreign  trade,  involv- 
ing no  unique  principles.  It  is  the  abrupt  appearance  of 
some  new  form  of  foreign  competition  that  causes  trouble 
because  our  own  industries  cannot  adapt  themselves 
swiftly  enough  to  the  new  conditions. 
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Japan,  for  example,  has  multiplied  the  amount  of  cotton 
goods  she  has  been  able  to  sell  us  by  seventyfold  between 
1932  and  1936.  The  total  amount  of  our  Japanese  imports 
of  such  goods  is  not  large  as  yet— something  like  $2,250,000 
worth  in  193  5— but  the  rate  at  which  these  imports  have 
been  growing  has  caused  considerable  dislocation  in  our 
domestic  cotton  industry.  In  the  spirit  of  the  recommen- 
dations of  this  Committee  (though  of  course  long  before 
this  report  was  drafted),  a delegation  of  American  textile 
men  has  been  in  Japan,  endeavoring  to  persuade  the  Jap- 
anese to  adjust  the  situation  by  making  a gentleman’s 
agreement  to  limit  their  exports  to  some  kind  of  quota. 
The  alternative  to  amicable  adjustment,  they  say,  is  almost 
certain  to  be  a demand  for  limitation  by  a law  which 
would  be  passed  by  Congress  in  an  atmosphere  of  resent- 
ment and  hostility,  and  therefore  would  be  bound  to 
damage  our  relations  with  Japan. 

We  may,  in  specific  cases  such  as  this,  decide  against 
taking  advantage  as  consumers  of  the  low  prices  offered 
by  foreign  producers,  and  to  that  end  bar  some  specific 
kinds  of  goods  permanently  or  temporarily.  But  when 
we  do  so,  we  should  thoroughly  understand  what  we  are 
about:  we  are  in  effect  slowing  up  progress,  for  in  the 
long  run,  prosperity  is  built  upon  a continuous  lowering 
of  the  price  of  goods. 

Incidentally,  low  wages  do  not  always  mean  low  costs. 
It  is  the  cost  of  each  unit  of  merchandise  which  is  impor- 
tant, and  good  machinery,  high  skill,  scientific  manage- 
ment in  the  factory  and  low  cost  of  investment  may  and 
often  do  offset  in  high-wage  countries  the  advantage  of 
cheap  labor  in  other  countries.  A workman  receiving  five 
dollars  a day  in  an  American  factory  frequently  turns  out 
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goods  cheaper  than  the  poorest-paid  foreign  workman  can 
produce  with  his  relatively  primitive  tools.  Coolies  carry 
freight  on  their  backs  in  China  for  five  cents  a day,  but 
it  is  cheaper  to  ship  the  goods  by  rail  even  though  loco- 
motives and  cars  and  roadbed  represent  huge  investments, 
and  though  Chinese  railroad  men  are,  in  comparison  with 
coolies,  paid  princely  wages.  It  is  an  interesting  and  sig- 
nificant fact  that  we  buy  more  by  far  from  high-stand- 
ard, but  efficient,  foreign  countries  than  from  low-stand- 
ard, inefficient  countries. 

American  producers  sometimes  have  fought  labor  leg- 
islation intended  to  raise  our  standards,  on  the  ground  that 
any  further  widening  of  the  difference  between  wages 
and  hours  here  and  abroad  would  make  it  impossible  for 
them  to  meet  foreign  competition  either  in  our  home  mar- 
kets or  in  export.  The  Committee  does  not  think  this  at- 
titude is  always  justified.  There  are  many  steps  forward 
in  labor  legislation  which  we  can  take,  it  believes,  with- 
out undue  sacrifice  of  our  competitive  position  in  world 
markets.  But  it  readily  concedes  that  competitive  con- 
ditions abroad  ought  to  be  carefully  considered  whenever 
it  is  proposed  to  improve  labor  conditions  here. 

Often  the  way  to  approach  legislation  which  will  have 
repercussions  on  international  trade  will  be  through  con- 
sultation among  the  nations  affected,  along  the  lines  of 
the  forthcoming  textile  conference  to  be  held  in  Washing- 
ton under  the  auspices  of  the  International  Labor  Organi- 
zation. 

THOSE  FOREIGN  DEBTS 

One  cannot  explore  the  relation  between  economics  and 
war  very  far  before  running  directly  against  the  question 
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of  foreign  loans,  including  the  war  debts.  Foreign  loans 
or  investments  are,  fundamentally,  a form  of  foreign  trade. 
Loans  to  other  countries,  or  private  citizens  or  private 
corporations  in  other  countries,  really  finance  exports 
now,  to  be  paid  for  by  imports  later.  A common  instance 
is  the  sale  of  American  machinery  to  a foreign  manufac- 
turer: the  purchaser  sells  bonds  in  America  to  pay  for  the 
new  equipment.  Probably  the  manufacturers  of  the  ma- 
chinery take  the  bonds  as  part  payment,  and  either  hold 
them  or  sell  them.  Those  bonds  can  be  repaid  only  out 
of  the  profits  of  the  corporation  which  bought  the  ma- 
chinery. It  can  earn  profits  only  by  selling  goods,  and 
(since  the  loan  has  to  be  repaid  in  dollars,  not  in  pengoes 
or  pounds  sterling  or  francs)  the  goods  must  be  sold  to 
us.  That  process  may  be  very  roundabout:  the  French 
manufacturer  may  sell  his  product  to  Argentinians,  who 
may  sell  goods  to  the  British,  who  sell  something  to  us  and 
use  the  money  to  buy  something  from  the  French.  All 
that  complication  does  not  in  the  least  change  the  essen- 
tial nature  of  the  process,  though  it  serves  to  make  it  hard 
to  trace. 

Not  that  the  process  is  always  circuitous;  the  money 
we  lent  to  European  nations  during  and  after  the  war 
visibly  paid  for  vast  supplies  of  goods  which  we  could  see 
pouring  out  of  our  factories  and  going  direct  to  our  har- 
bors and  aboard  ships.  If  we  had  been  thinking  purely 
of  business  instead  of  helping  to  win  a war,  we  should 
have  examined  carefully  the  use  to  which  the  borrowed 
money— or  the  goods  into  which  the  money  was  converted 
—was  to  be  put,  just  as  a banker  demands  to  know  what  a 
would-be  borrower  is  going  to  do  with  the  loan  he  wants, 
in  order  that  the  banker  may  make  up  his  mind  whether 
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there  is  good  likelihood  that  he  will  be  repaid.  This  prin- 
ciple should  guide  us  in  making  future  loans. 

We  should  decide  when  we  lend  the  money  whether  we 
shall  be  ready  to  receive  imports  in  repayment.  If  we  desire 
to  increase  our  imports,  we  may  increase  our  loans;  if 
we  desire  to  restrict  imports,  we  must  withhold  loans.  One 
reason  so  many  of  our  foreign  loans  are  in  default  as  to 
interest  and  principal  is  that  we  are  not  ready  to  admit 
foreign  goods  which  would  compete  with  our  own  man- 
ufactures. 

The  situation  is  much  as  if  a country  banker  in  an 
isolated  community  should  lend  a poultryman  some 
money.  The  poultryman  could  hope  to  repay  the  loan 
only  by  selling  eggs.  If  neither  the  banker  nor  any  of  the 
other  villagers  would  buy  eggs— for  the  reason  that  they 
kept  chickens  of  their  own— the  loan  could  not  be  repaid. 

Here,  again,  the  Committee  on  Economics  and  Peace 
makes  definite  recommendations: 

(1)  The  amount  of  foreign  investment  and  the  rate  at 
which  it  shall  be  made  is  necessarily  a part  of  the 
general  national  policy  on  international  trade,  and 
therefore  the  government  is  the  logical  agency  to 
decide  on  the  total  amount  of  such  investment  that 
is  desirable,  or  permissible.  Whether  the  government 
should  go  even  further  and  take  some  part  in  decid- 
ing just  which  investments  American  capital  should 
make  is  debatable,  but  certainly  potential  investors 
should  in  some  way  get  much  better  information 
than  they  have  had  in  the  past. 

(2)  A careful  revival  of  foreign  investment  at  this  time 
would  help  to  restore  world  prosperity  and  would  in 
that  way  help  us  to  collect  some  of  the  money  now 
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owed  us.  Of  course,  it  would  immediately  help  our 
export  trade.  The  wholesale  prohibitions  of  the 
Johnson  Act,  forbidding  loans  to  all  governments  in 
default  in  their  debts  to  the  United  States  govern- 
ment, need  modification. 

(3)  If  we  decide  to  make  further  investments  abroad, 
we  must  prepare  at  the  same  time  to  receive  more 
imports;  and  we  must  likewise  make  up  our  minds 
that  unless  we  are  willing  to  receive  more  imports 
(and  scale  down  and  write  off  some  portion  of  pres- 
ent claims)  debts  now  owing  to  us  cannot  be  paid. 

(4)  The  war-debt  question  ought  to  be  settled  at  once. 
The  war  debts  can  be  paid— if  we  accept  sufficient 
imports.  The  Committee  recommends  a compro- 
mise solution— some  increase  of  imports  and  a reduc- 
tion of  the  debts  to  an  amount  which  can  be  paid 
within  our  import  policy. 

(5)  Debt  collection  is  another  field  in  which  arbitration 
should  be  substituted  for  intervention  by  one  nation 
in  the  affairs  of  another. 

MONEY,  GOLD,  AND  EXCHANGE 

The  Committee  is  greatly  heartened  by  the  co-opera- 
tion among  the  British,  French,  and  American  govern- 
ments at  the  time  France  decided  to  devalue  the  franc— 
a move  which,  as  foreseen,  led  to  the  revaluation  of  the 
remaining  gold  currencies  in  the  world.  The  economists 
regard  this  as  an  excellent  example  of  how  to  conduct  in- 
ternational relations  in  the  field  of  economics.  Nothing 
was  done  without  full  consultation  in  advance;  whatever 
differences  there  may  have  been  among  the  governments 
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were  ironed  out  beforehand.  The  whole  incident,  the 
Committee  believes,  augurs  well  for  orderly  progress 
toward  a permanent  stability  of  exchange  rates  and  the 
end  of  "currency  wars.” 

Monetary  affairs  bewilder  the  layman.  The  high  priests 
of  finance,  both  governmental  and  private,  speak  a lan- 
guage of  their  own,  full  of  strange  terms,  and  some  of 
their  operations  appear  to  be  more  complicated  than  the 
ordinary  mind  can  grasp.  Yet  the  essential  purpose  of 
any  international  monetary  operation  is  simple  enough. 
The  idea  is  merely  to  translate  one  kind  of  money  into 
another.  Dollars  are  no  good  in  London  until  they  are 
converted  into  pounds  sterling;  pounds  sterling  are  use- 
less in  New  York  except  to  buy  dollars.  The  foreign- 
exchange  market  exists  merely  for  the  purpose  of  facili- 
tating such  trades.  One  can  always  take  dollars  to  that 
market  and  buy  pounds,  at  a price.  The  price  will  de- 
pend upon  the  demand  and  supply,  just  like  the  price  of 
anything  else.  If  there  is  a brisk  demand  for  dollars  with 
which  Englishmen  propose  to  buy  wheat,  and  only  a small 
demand  for  pounds  with  which  Americans  propose  to 
buy  tin,  the  price  of  dollars  will  rise;  that  is,  the  Britisher 
will  be  able  to  get  fewer  dollars  for  his  pound. 

Now,  if  these  exchange  rates  keep  jumping  around,  it 
hampers  trade  between  America  and  Britain.  The  reasons 
for  this  are  plain  enough:  business  men  are  wary  of  mak- 
ing deals  which  call  for  settlement  at  some  future  date 
because  they  do  not  know  how  much  money  they  will 
receive,  or  have  to  pay,  on  settlement  day.  The  exporter 
may  sell  a shipment  of  goods  for  £10,000,  but  he  does  not 
know  whether  in  thirty  days  that  will  mean  $48,000  or 
$40,000. 
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There  are  several  means  of  keeping  exchange  rates  from 
fluctuating  widely,  the  most  familiar  of  which  is  the 
international  gold  standard.  During  the  years  when  it 
was  always  possible  to  buy  an  ounce  of  gold  for  $20.67  or 
for  four  pounds  and  five  shillings  (about),  the  ratio  be- 
tween the  pound  and  the  dollar  stayed  within  small  deci- 
mals of  4.86  dollars  to  the  pound.  Whenever  an  American 
with  bills  to  pay  in  Great  Britain  could  not  get  a pound 
sterling  in  the  exchange  market  for  $4.86  plus  a cent  or 
so  at  most,  it  became  cheaper  to  ship  gold.  So  he  simply 
bought  gold  and  sent  it  abroad  to  settle  his  accounts.  And 
it  worked  just  as  well  in  reverse,  of  course. 

After  a long  period  of  gold-payment  suspension  dur- 
ing which  time  exchange  rates  fluctuated  through  wide 
extremes,  this  -condition  has  been  restored  to  a consider- 
able degree.  We  have  now  what  is  called  de  facto  stabili- 
zation of  exchange  rates,  that  is,  an  existing  state  of  af- 
fairs not  yet  crystallized  into  law,  in  contrast  to  de  jure 
stabilization,  which  means  a state  of  affairs  fixed  by  law. 

The  Committee  on  Economics  and  Peace  is  gratified  at 
this  degree  of  progress,  but  hopes  that  the  world  will  move 
toward  de  jure  stabilization,  with  the  value  of  the  moneys 
of  all  countries  firmly  fixed  in  relation  to  the  others, 
whereupon  nations  again  will  be  able  to  make  trade  treaties 
with  less  fear  of  their  calculations  being  upset  by  changes 
in  foreign  exchange  rates.  Trade  treaties  are  a force  for 
peace. 

The  Committee  says,  however,  that  before  the  world 
can  have  permanent  fixing  of  the  relative  values  of  the 
different  kinds  of  money  there  must  be  further  removal 
of  trade  restrictions  and  tariffs,  and  of  barriers  against 
international  payments  of  money.  Germany  is  not  the 
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only  nation  out  of  which  it  is  difficult  or  impossible  to 
send  money  abroad.  With  true  values  shielded  by  artifi- 
cial restrictions  of  this  kind,  nobody  is  at  all  certain  what 
the  moneys  of  such  countries  really  are  worth  in  terms 
of  other  nations’  money. 

Something  must  be  done  also  (the  economists  do  not 
suggest  what)  to  reduce  the  speed  and  amount  of  inter- 
national movements  of  short-term  investment  funds.  This 
is  the  "hot  money”  of  which  we  have  heard  so  much- 
funds  belonging  to  investors  who  transfer  them  quickly 
from  one  country  to  another  because  they  suddenly  grow 
afraid  of  developments  at  home,  or  because  they  see  a 
chance  to  seize  a quick  profit  in  some  other  country.  The 
sudden  withdrawal  of  such  funds  has  caused  serious  trou- 
ble in  various  countries  on  numerous  occasions,  and  it  may 
be  added  that  the  rapid  inflow  of  funds  has  caused  con- 
cern in  other  countries,  including  our  own. 

The  Committee  believes  the  gold  standard  "may  be  de- 
fended for  some  time  yet”  as  one  of  the  means  for  pro- 
moting good  international  monetary  relations,  but  it 
prophesies  that  other  means  of  maintaining  stability  will 
increase  in  importance  as  time  goes  on.  The  gold  standard 
worked  more  or  less  automatically.  The  modern  trend 
is  toward  a greater  and  greater  management  of  money  and 
credit  by  national  governments.  But  gold,  for  the  pres- 
ent, serves  to  preserve  public  confidence  in  the  monetary 
system,  and  gold  shipments  serve  as  a guide  to  the  policies 
of  bankers  and  other  monetary  agencies  of  each  nation. 
If  they  see  gold  leaving  their  shores,  they  may  be  warned, 
for  example,  that  the  public  is  alarmed  over  conditions, 
or  that  there  is  developing  a considerable  excess  of  im- 
ports over  exports. 
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"No  other  metal,”  said  the  Committee  significantly, 
"is  needed  for  these  basic  functions.”  In  this  remark,  it 
tersely  expresses  its  disapproval  of  our  attempt  to  make 
silver  part  of  our  money  system,  and  to  give  it  a fictitious 
value  by  paying  a great  deal  more  for  it  than  it  is  worth 
in  world  markets.  This  country  once  was  much  excited 
over  the  theory  that  the  use  of  both  gold  and  silver  would 
work  a beneficial  reform  in  our  monetary  system  and 
bring  prosperity.  The  illusion  dies  hard. 

TRADE  AND  FLAGS 

The  vexed  question  of  colonies  is  both  political  and 
economic.  It  is  political  because  nations  still  dream  of 
grandeur  in  terms  of  area  and  of  populations,  and  because 
some  of  them  still  mistakenly  think  colonies  profitable. 
Therefore,  the  Committee  on  Economics  and  Peace  con- 
cedes that  to  permit  the  acquisition  of  colonies  by  coun- 
tries which  want  them  may  sometimes  be  expedient  inter- 
national politics,  to  soothe  a nation’s  pride  and  perhaps 
to  postpone  a conflict.  But,  in  the  light  of  sound  econom- 
ics, such  measures  are  no  true  solution  for  economic  dis- 
tress in  the  home  country. 

The  better  solution  is  greater  freedom  of  international 
trade.  Trade  gives  access  to  raw  materials  and  outlet  for 
manufactured  goods  just  as  effectively  as  does  political 
annexation— and  it  has  fewer  disadvantages. 

The  considerations  involved  in  the  whole  question  of 
territorial  possessions  are  interesting,  and  too  little  under- 
stood. Getting  down  to  fundamentals,  no  matter  how 
efficiently  or  inefficiently  the  economic  life  of  a nation 
is  conducted,  its  resources  are  the  only  things  it  has  to 
work  with.  "Resources”  is  commonly  translated  nowadays 
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to  mean  "natural  resources”;  but,  as  a matter  of  fact, 
other  economic  resources  are  also  important.  A nation’s 
means  for  creating  wealth  (that  is  to  say,  goods)  include 
its  population— meaning  not  only  how  many  people  but 
what  kind  of  people— their  skill,  industry,  habits  of  thrift, 
and  their  enterprise.  Included  as  well  is  their  accumulated 
wealth,  as  expressed  in  the  productive  equipment  which 
they  have  built  up  out  of  savings:  in  simpler  words,  their 
factories,  mine  equipment,  railroads,  and  so  on.  In  these 
respects,  some  of  the  nations  which  clamor  loudest  for 
more  territory  are  richer  than  their  neighbors.  Brazil 
has  vast  natural  resources  and  has  hardly  begun  to  develop 
them.  Denmark  has  few,  but  has  made  the  most  of  them. 

It  is  true,  however,  that  to  organize  these  national  re- 
sources in  the  modern  world  means  the  development  of 
a high  degree  of  specialization,  and  that  requires  two 
things:  access  to  raw  materials  with  which  to  make  spe- 
cialized goods,  and  access  to  markets  in  which  to  sell  them 
to  consumers.  Modern  goods  are  so  complex  and  special- 
ization has  been  carried  to  such  a point  that  it  is  futile 
to  dream  of  maintaining  both  present  standards  of  civil- 
ization and  national  self-sufficiency. 

To  cite  an  example,  Germany  excels  in  making  optical 
goods  of  marvelous  precision.  She  cannot  possibly  use  all 
the  microscopes,  cameras,  projectors,  telescopes,  range- 
finders, transits,  and  lenses  she  turns  out;  she  sells  them 
to  all  the  world.  The  industry  is  an  excellent  example  of 
extreme  specialization  in  which  the  skill  of  craftsmen, 
built  up  through  generations,  and  the  knowledge  devel- 
oped through  typical  German  thoroughness  of  scientific 
research  are  capitalized  as  one  of  the  nation’s  resources— 
and  have  made  a great  contribution  to  the  advance  of 
civilization. 
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Skilled  German  workmen  certainly  do  the  world— and 
themselves— more  good  when  employed  at  grinding  lenses 
than  they  would  mining  copper  in  a German  colony  in 
Africa,  or  raising  cattle  to  provide  leather  for  binocular 
cases,  or  in  producing  any  one  of  the  dozens  of  other  ma- 
terials the  industry  requires.  The  supply  from  German 
sources  all  of  the  kinds  of  materials  the  optical  goods  in- 
dustry requires  probably  would  necessitate  hoisting  the 
German  flag  over  half  the  nations  of  the  world.  This  cer- 
tainly is  true  if  Germans  or  German  colonists  are  also  to 
supply  all  the  goods  that  men  busy  grinding  lenses  can- 
not produce  for  themselves— cotton,  lard,  oranges,  gaso- 
line, rubber,  coffee  and  tea,  just  to  start  the  long  list. 

Germany— and  every  other  nation— must  relinquish  the 
idea  of  complete  self-sufficiency,  or  must  annex  half  the 
world,  or  must  give  up  the  whole  idea  of  making  highly 
civilized  products  and  revert  to  a lower  plane  of  living. 

It  is  true,  however,  that  by  the  political  annexation  of 
neighboring  territory  or  by  the  acquisition  of  colonies, 
a nation  gets  a wider  area  of  free  trade,  in  which  it  can 
carry  on  business  wholly  with  its  own  currency,  encoun- 
tering none  of  the  problems  of  foreign  exchange.  It  gains 
also,  perhaps,  increased  self-sufficiency  in  case  of  war,  and, 
if  exploitation  of  the  new  citizenry  is  permitted,  certain 
classes  of  people  at  home  may  acquire  more  wealth  than 
by  simple  trade. 

Against  this  must  be  weighed  the  fact  that  widening 
of  boundaries  by  conquest  has  regularly  proved  to  cost 
more  than  it  yielded  to  the  people  in  general.  Expenses 
of  occupation  and  administration  usually  put  an  addi- 
tional burden  on  the  taxpayers  of  the  homeland,  who, 
instead  of  improving  their  prosperity  through  the  newly 
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acquired  empire,  thus  find  themselves  worse  off.  Further- 
more, expansion  of  one  nation  often  makes  trouble  with 
others,  to  say  nothing  of  trouble  among  the  people  within 
the  territory  newly  acquired.  The  existence  of  such  na- 
tive populations  is  often  ignored  in  discussing  this  whole 
question  of  colonies. 

All  in  all,  the  expansion  of  territory  is,  even  in  its  best 
aspects,  merely  a roundabout  way  of  increasing  the  area 
of  free  trade.  It  seems  simpler  and  wiser  for  nations  to 
work  in  the  direction  of  freer  trade  without  the  compli- 
cations and  penalties  of  altering  political  boundaries. 

THE  UNWELCOME  IMMIGRANT 

A problem  akin  to  that  of  territory  is  the  problem  of 
migration.  The  desire  of  large  numbers  of  people  to  bet- 
ter their  economic  lot  by  colonizing  undeveloped  regions 
or  by  emigrating  to  a country  where  they  believe  oppor- 
tunities are  better  than  at  home  has  sometimes  worked 
out  beneficently  for  all  concerned,  but  in  recent  decades 
it  has  usually  made  trouble  instead.  It  is  necessary  only 
to  mention  our  unpleasant  incidents  with  Japan  to  give 
the  perfect  illustration  of  developments  which  certainly 
do  not  help  build  the  foundations  for  world  peace. 

The  sad  truth  is  that  emigration  on  a large  scale  does 
not  hold  forth  the  opportunities  to  the  poor  or  the  op- 
pressed that  it  did  when  the  New  World  was  really  new. 
Countries  which  pay  higher  wages  do  not  welcome  im- 
migration nowadays;  and,  even  if  they  did,  it  would  not 
solve  the  population  problem  in  the  countries  from  which 
the  immigrants  came.  That  depends  upon  the  countries’ 
future— the  kind  of  people  who  remain  there,  how  fast 
they  continue  to  multiply,  and  their  economic  opportu- 
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nities.  The  undeveloped  regions  to  which  emigrants  go 
usually  are  a disappointment;  they  provide  few  jobs  which 
pay  any  better  than  the  jobs  the  newcomers  left  at  home. 
Yet  refusal  to  permit  immigration  is  a fruitful  source  of 
international  dispute,  even  when  the  reasons  for  the  refusal 
are  of  the  best. 

The  Committee  recommends,  therefore,  that  nations 
(individually  and  by  consultation)  should  carefully  con- 
trol the  movement  of  populations.  The  countries  to  which 
immigrants  are  admitted  should  be  particularly  careful 
of  the  character  of  the  population  they  receive,  and  sure 
that  adequate  opportunity  for  them  exists. 

CAPITALISM  AND  WAR 

So  much  for  our  external  relations.  Domestic  eco- 
nomic policies  have  their  importance,  too,  in  building 
international  peace;  but,  as  was  stated  at  the  outset,  the 
effect  is  indirect.  In  general,  the  greater  our  prosperity, 
the  more  tolerant  and  friendly  we  shall  feel  toward  the 
economic  enterprises  and  activities  of  other  nations.  The 
less  our  prosperity,  the  grumpier  and  touchier  we  are 
likely  to  be. 

It  is  frequently  asserted  that  attempts  to  guide  the 
economic  policy  of  nations  to  build  enduring  peace  are 
futile,  because  peace  is  impossible  under  capitalism.  It 
is  said  that  capitalism  does  not  bring  about  the  economic 
well-being  of  the  mass  of  the  population;  and  that  this 
in  turn  leads  to  discontent  and  to  bad  economic  practices, 
foreign  and  domestic,  in  misdirected  efforts  to  improve 
national  welfare. 

Certainly,  capitalism  as  we  have  known  it  has  helped 
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cause  some  wars.  But  the  world  has  tried  much  less  than 
it  might  have  done  to  see  what  capitalism  could  do  if  it 
was  consciously  directed  with  an  attempt  at  wisdom,  and 
intelligently  modified— for  instance  along  such  lines  as 
suggested  in  this  report. 

It  ought  to  be  remembered,  too,  that  the  alternative 
to  capitalism  is  state  ownership  of  the  means  of  carrying 
on  business— collectivism,  either  of  the  left  (Socialist  or 
Communist)  variety,  or  of  the  right  (the  Fascist  type). 
Now  to  carry  on  economic  activities  by  government 
agency  instead  of  by  private  enterprise  does  not  auto- 
matically guarantee  that  the  policies  adopted  will  be  wise, 
or  that  they  will  be  conducted  in  a manner  calculated  to 
promote  friendliness  among  nations.  In  fact,  should  every 
foreign  business  transaction  become  a government  opera- 
tion, trade  activities  that  aroused  resentment  might  well 
be  all  the  more  dangerous  to  peace,  because  anger  would 
be  directed  against  the  nation  itself  instead  of  against 
individual  business  men. 

Capitalism  is  changing  before  our  eyes,  and  will  change 
even  further.  Flow  much  it  must  be  modified  to  insure 
world  peace  nobody  knows,  least  of  all  the  extreme  doc- 
trinaires. 

The  common-sense  man  will  probably  conclude  that 
war  or  peace  does  not  depend  so  much  upon  what  agency 
carries  on  business  or  directs  our  economic  policy,  but 
upon  what  those  economic  policies  are,  and  how  they  are 
practised. 
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THE  REPORT 

INTRODUCTION 

Peace  depends  on  the  willingness  of  the  government  of 
each  nation  to  abide  by  given  international  arrange- 
ments, with  such  changes  as  can  be  secured  by  peaceful 
means  and,  on  the  other  hand,  to  consent  peacefully  to  the 
alteration  of  some  of  those  arrangements.  Among  the  fac- 
tors which  interfere  with  such  willingness,  some  are  eco- 
nomic; among  the  factors  which  can  be  made  to  support 
it,  some  are  economic.  The  people  of  each  nation  should 
order  their  economic  behavior  so  as  to  minimize  the  inter- 
ference with  such  willingness  and  maximize  its  support- 
in  their  government,  and  other  governments. 

In  general,  the  more  economic  well-being  there  is  for  all 
the  people  of  each  nation,  the  better  it  is  for  peace.  True, 
greater  prosperity  means  greater  ease  in  financing  war; 
and,  with  more  to  protect,  there  is  temptation  to  increase 
arms  and  resort  to  them  more  readily.  But  it  is  also  true  in 
general  that,  as  peace-time  satisfactions  increase,  people 
are  less  willing  to  surrender  them  and  thus  less  susceptible 
to  war  appeals.  Further,  more  economic  well-being  means 
less  necessity  for  measures  which  represent  non-economic 
causes  of  war.  The  dread  of  unemployment  in  the  steel 
industry,  for  example,  does  not  bulk  so  large  in  the  de- 
cision to  build  battleships  and  other  armaments,  which 
excite  fear  abroad.  Nor  is  there  so  much  economic  desper- 
ation to  support  a movement  toward  dictatorship,  which 
almost  inevitably  constitutes  a special  threat  to  peace. 

Some  methods  of  economic  improvement  involve  a 
larger  proportion  of  international  interdependence,  and 
thus  more  possibility  of  damage  when  wrong  international 
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policies  are  adopted;  other  methods  do  not.  In  some  ways, 
greater  prosperity,  particularly  if  accompanied  by  more 
international  interdependence,  represents  more  temptation 
than  ever  to  adopt  wrong  international  economic  policies 
in  an  emergency;  in  other  ways,  the  opposite  effect  is  felt. 
At  any  rate,  international  economic  policies  are  important 
for  peace  in  two  ways:  indirectly,  through  their  effect  on 
economic  prosperity;  and  directly,  through  producing 
good  will  or  friction  between  governments.  Domestic  eco- 
nomic behavior  is  also  significant  for  peace— by  acting  on 
prosperity  in  general,  and  (chiefly  through  that  channel) 
on  international  economic  policies  in  particular. 

For  Americans,  international  economic  relations  are  not 
typically  inter-governmental  relations;  they  are  relations 
between  individual  business  organizations,  whose  arrange- 
ments are  international  simply  because  one  is  resident  in 
the  United  States  and  the  second  in  another  country.  Gov- 
ernmental participation  in  international  economic  rela- 
tions is  increasing,  but  is  still  principally  confined  to 
decisions  regarding  the  framework  within  which  private 
business  activity  is  to  operate.  That  framework  consists  of 
decisions  to  do  something  (as  in  the  case  of  a tariff)  and 
decisions  to  do  nothing  (as  in  the  case  of  a hands-off  policy 
on  foreign  investment) . Some  decisions  are  specifically  eco- 
nomic, like  those  just  mentioned;  others  are  political  in 
form  but  applied  with  reference  to  economic  activity,  such 
as  military  intervention  to  protect  property  abroad. 

The  peace  movement  should  not  be  a group  of  persons 
who  pride  themselves  on  a clear  conscience  achieved  by 
announcing  one  form  or  another  of  opposition  to  war,  or 
by  subscribing  to  general  proposals  for  building  peace.  It 
should  be  a group  of  persons  engaged  in  getting  actual  re- 
sults in  progress  toward  peace  through  the  application  of 
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detailed  knowledge  of  workable  means.  The  economic  ap- 
proach is  only  one  approach  to  peace,  but  it  is  important, 
and  every  approach  should  be  used  as  much  as  possible. 
Similarly,  peace  is  only  one  way  of  promoting  economic 
improvement,  but  it  is  an  important  way.  Peace-makers 
and  economic  reformers  may  represent  differing  emphasis 
and  even  some  contradiction,  but  there  is  large  area  for 
common  action. 

This  statement  deals  with  basic  principles;  it  will  be 
followed  by  statements  dealing  with  specific  current  ques- 
tions. Readers  are  particularly  cautioned  that  there  is  a 
wide  variety  of  opinion  in  the  committee  as  to  the  proper 
balance  between  private  and  governmental  activity  in  the 
application  of  the  basic  principles. 

A.  International  Trade 

International  trade  is  the  basic  international  economic 
relation;  foreign  investment  and  international  monetary 
relations  are  ultimately  to  be  interpreted  in  terms  of  trade, 
and  questions  of  territory  and  many  questions  of  migra- 
tion have  economic  significance  because  of  the  lack  of 
trade.  Peace  gains  from  freedom  of  international  trade  in 
two  ways.  The  absence  of  barriers  means  less  international 
friction.  And,  international  trade,  like  domestic  trade,  en- 
ables the  people  of  each  region  to  concentrate  on  produc- 
ing those  things  which  they  can  produce  with  greatest 
advantage  or  least  disadvantage— because  of  climate,  raw 
materials,  human  talent  or  training,  and  so  forth.  How- 
ever, international  trade,  like  domestic  trade,  involves  eco- 
nomic and  non-economic  dangers.  For  example,  the  more 
international  economic  relationships  there  are  established 
in  peace-time,  the  greater  the  difficulty  in  restricting  or 
severing  them  in  an  effort  to  stay  out  of  war  abroad. 
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(1)  In  general,  therefore,  we  recommend  as  the  starting 
point  for  formulating  trade  policy,  a careful  national 
effort  to  define  (and,  to  the  extent  that  it  is  possible, 
to  calculate)  the  optimum  level  for  exports  and  im- 
ports in  the  light  of  a thoroughly  considered  and 
integrated  commercial  policy  pertaining  both  to  exist- 
ing circumstances  and  to  future  national  needs.  Im- 
ports cannot  be  adequately  judged  except  in  reference 
to  their  immediate  and  their  long-run  significance  to 
the  whole  domestic  economy.  Exports  cannot  be  con- 
sidered in  a vacuum,  isolated  from  the  transactions 
which  will  furnish  the  means  of  paying  for  them.  By 
arithmetical  necessity,  a nation’s  international  account 
must  balance.  If  exports  are  desired,  it  is  necessary  to 
admit  imports,  to  accept  services,  to  receive  gold,  to 
invest  abroad,  to  make  gifts  abroad,  or  to  take  a loss 
through  non-payment  for  goods  sold  or  loans  made. 
But  within  that  limitation,  each  nation  can  decide 
what  it  wants.  Such  a decision  would  mean  considera- 
tion of  various  national  purposes,  and  a recognition 
of  loss  as  well  as  gain;  but  policy  should  be  consciously 
developed  as  a whole  for  the  sake  of  the  entire  nation, 
not  haphazardly  improvised  bit  by  bit  under  pressure 
from  particular  groups.  The  broad  outlines  of  policy 
would  require  governmental  decision.  Indeed,  govern- 
mental decision  is  already  involved;  the  only  choice 
is  between  good  judgment  and  poor  judgment.  But 
details  of  application  need  not  depend  on  govern- 
mental decision. 

To  some  extent  there  will  always  be  a choice  ana 
need  for  decision  between  alternative  risks.  On  the  one 
hand  there  is  the  risk  of  helping  to  breed  war  by  fail- 


ON  ECONOMICS  AND  PEACE 


47 


ing  to  promote,  through  international  trade,  world 
prosperity  and  ready  access  for  all  countries  to  raw 
materials  and  to  markets.  On  the  other  hand,  there 
are  the  risks  either  of  becoming  involved  in  a war 
abroad  because  of  trade  contacts  or  interests  which 
are  affected  by  the  war,  or  of  experiencing  great  in- 
ternal economic  dislocation  if  we  remain  uninvolved 
in  the  war  but  find  the  usual  trade  channels  seriously 
disrupted,  closing  outlets  for  important  portions  of 
our  normal  production  or  perhaps  interfering  with 
normal  channels  of  supply  of  other  products.  By  and 
large,  we  recommend  running  the  risks  involved  in  an 
enlarged  peace-time  commerce  in  order  to  reduce  the 
risks  inherent  in  a contraction  toward  greater  self- 
sufficiency.  But  much  more  detailed  study  is  required 
to  learn  how  the  various  possible  opportunities  for 
international  trade  rank  on  a scale  according  to  their 
greater  or  less  danger  in  this  respect. 

(2)  So  far  as  the  most  general  features  of  policy  are  con- 
cerned, determination  should  remain  in  the  hands  of 
Congress.  (The  administrative  division  of  the  govern- 
ment is,  of  course,  equipped  to  furnish  to  Congress 
pertinent  information,  the  results  of  research,  and 
much  competent  advice.)  But  in  order  to  secure  ade- 
quate flexibility  to  meet  changing  conditions,  discre- 
tion concerning  application  should  be  delegated  to  a 
commission  as  impartial  as  possible— with  respect  to 
political  parties,  regions,  industries,  and  economic 
classes.  Administratively,  the  present  tendency  to- 
ward increased  co-operation  among  the  various  gov- 
ernmental agencies  whose  decisions  importantly  affect 
international  economic  relations  should  be  encouraged. 
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(3)  Such  aid  as  it  may  seem  desirable  to  give  to  the  de- 
velopment or  continuance  of  particular  industries 
unable  to  stand  on  their  own  feet  in  the  face  of 
foreign  competition,  should  take  the  form,  not  of 
tariffs  against  foreign  goods,  but  of  bounties  to  the 
domestic  industries  which  are  to  be  fostered.1  The 
cost  of  restriction  would  thus  become  more  visible, 
instead  of  being  concealed  as  indirect  taxation  in  the 
form  of  higher  prices;  and  the  burden  placed  on  the 
nation  as  a whole,  instead  of  on  purchasers  of  goods 
whose  prices  are  raised.  Such  subsidies  should  be  used, 
however,  only  to  enable  the  domestic  industry  to  sup- 
ply such  portion  of  the  home  market  as  is  deemed 
desirable;  they  should  not  be  bestowed  as  a means  of 
enabling  the  dumping  of  products  in  foreign  markets 
at  prices  below  those  charged  to  domestic  buyers  or 
of  otherwise  artificially  stimulating  exports. 

(4)  When  investors  and  workers  in  certain  industries  are 
exposed  to  at  least  temporary  hardship  because  of  a 
removal  in  the  general  interest  of  barriers  to  imports, 
transitional  aid  should  be  provided  by,  for  example, 
unemployment  benefits  and  vocational  re-training 
and  re-settlement,  or  by  payment  for  transforming 
or  scrapping  equipment.  This  is  a field  in  which  there 
is  little  precedent  and  which  needs  further  study. 

( 5 ) Each  nation  needs  constant  information  on  impending 
changes  abroad  which  affect  its  international  eco- 
nomic relations— such  as  new  inventions  which  reduce 
costs,  or  the  construction  of  higher  trade  barriers. 
Reports  by  government  representatives  abroad  con- 

1 Although  agreeing  on  the  desirability  of  replacing  tariffs  with  bounties  to 
domestic  industries,  H.  J.  Haskell  believes  the  change  is  so  impossible  politically 
that  it  should  not  be  urged. 
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stitute  one  device  which  can  be  used  further  in  this 
respect,  but  the  government  of  the  country  where 
changes  impend  should  consult  in  advance  with  other 
governments.  Such  consultation  would  enable  the  first 
government  to  canvass  more  fully  the  probable  con- 
sequences of  the  impending  changes,  and  possibly  lead 
it  to  modify  them.  It  would  give  other  nations  time 
to  prepare  for  the  changes.  It  would  encourage  them, 
if  alterations  in  their  policies  seem  required,  to  de- 
velop them  with  care,  not  in  a panic  of  defense  and 
retaliation.  Less  international  friction  would  arise. 

(6)  Business  men  dealing  with  foreigners  as  customers, 
competitors,  debtors,  laborers,  or  in  any  relation, 
should  remember  that  their  practices  have  not  only 
their  domestic  importance  but  an  added  importance 
as  well.  Good  business  behavior  improves  international 
good  will;  bad  behavior  creates  international  friction. 
Arrangements  providing  machinery  for  business  ar- 
bitration contribute  to  confidence  and  good  will  and 
should  be  further  developed. 

(7)  No  nation  should  intervene  in  the  affairs  of  another 
to  secure  special  treatment  for  its  trade;  nor  inter- 
vene coercively  even  to  secure  equal  treatment.  Dan- 
ger lurks  even  in  diplomatic  representations  as  they 
have  frequently  been  made  in  the  past.  Genuine  ar- 
bitration procedure  should  be  developed  on  an  inter- 
national scale. 

(8)  To  move  rapidly  and  far  in  the  direction  of  national 
self-sufficiency— "America  self-contained”  or  "au- 
tarchy”—promises  at  first  glance  considerable  freedom 
from  the  economic  and  non-economic  problems  of 
international  trade.  But  we  believe  that  the  dangers 
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of  autarchy  outweigh  the  benefits.  The  gains  of  inter- 
national trade  would  be  lost,  not  just  in  war  time  but 
in  peace  time  as  well,  year  in  and  year  out  in  the 
longest  of  long  runs.  Not  by  careful  choice,  but  by 
stumbling,  the  autarchical  nation  would  be  forced 
into  a high  degree  of  governmental  direction  and  con- 
trol of  economic  activity— since  autarchy  means  de- 
veloping processes  at  home  to  an  extent  they  would 
not  have  reached  otherwise,  stopping  the  development 
of  other  processes  before  the  point  they  would  have 
reached  otherwise,  controlling  the  distribution  of  in- 
come so  that  products  can  be  sold,  and  so  on.  Finally, 
in  a world  of  self-contained  nations,  the  problem  of 
what  is  contained  within  the  boundaries  of  each  na- 
tion and  its  possessions  becomes  extremely  intensified; 
the  urge  for  additional  territory  is  strengthened.  If  a 
nation  wants  not  only  peace  but  also  a high  standard 
of  living  under  autarchy,  it  may  first  have  to  wage 
several  "successful”  wars  (cf.  section  F) ; and  there 
is  no  guarantee  that  other  nations  will  be  content  to 
let  the  situation  stand  unchanged. 

B.  Reciprocal  Trade  Agreements 

The  general  purpose  of  careful  promotion  of  interna- 
tional trade  is  conspicuously  expressed  in  the  United  States 
at  the  present  time  by  the  negotiation  of  reciprocal  trade 
agreements.  The  Trade  Agreements  Act  of  1934  empowers 
the  President  to  reduce  within  5 0 per  cent  limits  our  tariff 
duties  on  goods  covered  by  the  agreements,  in  exchange 
for  concessions  by  foreign  countries.  A number  of  such 
agreements  are  already  in  effect,  notably  those  with  Canada 
and  Cuba  and  France. 
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Beneficial  results  are  beginning  to  accrue.  Increased  im- 
ports mean  that  prices  paid  by  our  people  as  consumers 
are  lower  than  they  otherwise  would  be,  and  that  foreigners 
have  more  dollars  with  which  to  buy  more  American 
goods.  Important  concessions  have  been  received  for  many 
industrial  and  agricultural  products.  Exports  are  increas- 
ing. Domestic  sales  are  increasing;  for  example,  as  indus- 
trial payrolls  rise  because  of  increased  exports,  farmers  are 
able  to  sell  more  of  their  products  in  American  cities.  For 
the  nation  as  a whole,  these  gains  far  more  than  offset 
losses  experienced  by  certain  industries  because  of  in- 
creased imports. 

We  recommend  energetic  support  of  this  program,  and 
its  extension.  Difficulty  in  this  matter  should  not  discour- 
age us  generally,  nor  should  success  in  it  cause  us  to  neglect 
other  things  which  can  and  should  be  done.  But  encourage- 
ment of  the  trade  agreements  represents  a practical  task 
which  the  peace  movement  can  undertake  now. 

C.  Competition  of  Low-Cost  Countries 

One  of  the  complaints  most  frequently  urged  against 
imports  is  that  they  represent  the  competition  of  foreign 
pauper  labor  with  domestic  labor  of  comparatively  high 
standards.  But,  whether  in  international  trade  or  domestic 
trade,  low  pay  for  certain  people  producing  an  article  does 
not  necessarily  mean  that  they  will  undersell  other  people 
producing  the  same  article  at  higher  pay.  The  relative 
efficiency  of  those  people  and  of  the  equipment  with  which 
they  work  is  of  fundamental  importance.  Cost  per  unit 
is  the  basis  of  competition.  American  citizens  as  consumers 
buy  far  more  goods  from  high-standard  but  efficient  for- 
eign countries  than  from  low-standard  but  inefficient  na- 
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tions.  Similarly,  it  is  high-standard  but  efficient  American 
industries  which  offer  the  most  effective  competition  to 
the  domestic  industries  of  many  countries  abroad. 

The  very  essence  of  trade,  international  or  domestic,  is 
that  consumers  should  be  supplied  by  low-cost  producers 
instead  of  high-cost  producers.  We  take  the  great  majority 
of  such  trade  arrangements  for  granted.  It  is  change  which 
causes  our  excitement.  Foreign  business  men  start  produc- 
ing something  which  heretofore  has  been  supplied  to  the 
home  market  by  domestic  business  men;  or  domestic  busi- 
ness men  start  producing  something  which  heretofore  has 
been  supplied  to  the  home  market  by  foreigners;  or  costs 
per  unit  drop  more  rapidly  abroad  than  at  home,  or  fail 
to  rise  so  rapidly.  Certain  domestic  industries  then  ask  for 
tariff  protection. 

If  that  protection  is  not  granted,  persons  connected 
with  those  domestic  industries,  though  not  necessarily 
harmed,  may  encounter  loss  at  least  temporarily.  But  other 
groups  in  the  nation  will  gain.  We  have  here  only  the  basic 
question  of  the  proper  national  policy  regarding  the  extent 
of  international  trade.  In  a specific  case,  the  decision  may 
be  against  allowing  imports  and  thus  against  appropriat- 
ing for  ourselves  as  consumers  part  of  the  advantage  com- 
ing from  the  relatively  lower  cost  of  producing  certain 
goods  abroad.  But  constant  lowering  of  costs  is  the  process 
on  which  increased  prosperity  is  basically  dependent;  and, 
generally  speaking,  if  we  would  be  as  prosperous  as  possible 
nationally,  we  must  take  advantage  of  relatively  lower 
costs,  wherever  they  are. 

(1)  This  problem,  therefore,  is  the  problem  of  interna- 
tional trade  in  general;  and  should  be  handled  accord- 
ing to  the  principles  discussed  above.  In  particulars 
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of  application,  these  cases  frequently  present  some  of 
the  most  difficult  problems  because  they  often  take 
the  form  of  extensive  and  sudden  increases  in  imports, 
arousing  alarm  over  potential  or  actual  dislocations 
in  trade  or  employment.  But  they  present  no  new 
problems  of  principle. 

(2)  Attention  is  called  particularly  to  the  principle  dis- 
cussed here  that  each  nation  needs  information  on 
impending  changes  abroad  which  affect  its  interna- 
tional economic  relations. 

(3)  Competition  of  low-cost  producers  abroad  does  not 
justify  opposition  to  all  labor  legislation  at  home 
which  may  be  in  advance  of  such  legislation  elsewhere, 
but  it  does  justify  careful  calculation  of  the  results 
of  particular  proposals.  Many  advance  steps  may  be 
safely  undertaken  at  home  without  undue  sacrifice 
of  competitive  position.  Further,  not  every  proposed 
advance  in  labor  legislation  in  low-standard  countries 
would  redound  to  the  real  benefit  of  labor  in  those 
countries  or  of  citizens  of  high-standard  countries, 
but  selective  progress  (through  the  International 
Labor  Organization,  for  example)  would  yield  such 
benefit. 

D.  Foreign  Investments  and  War  Debts 

Domestic  investment  essentially  is  one  form  of  domestic 
trade.  It  means  giving  command  over  goods  now  in  ex- 
change for  a claim  over  goods  later.  Foreign  investment 
essentially  is  one  form  of  foreign  trade.  It  means  exports 
now  in  exchange  for  imports  later.  The  round-about-ness 
of  the  process,  and  the  intervention  of  peculiar  monetary 
arrangements,  do  not  alter  its  basic  nature. 
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Foreign  investments  may  be  safely  made.  But  the  use  to 
which  the  funds  will  be  put  abroad  needs  to  be  thoroughly 
examined  in  advance,  with  a view  to  determining  the  like- 
lihood of  interest  or  dividend  payment  and  repayment  of 
principal.  Furthermore,  payment  finally  depends  on  the 
willingness  of  the  creditor  country  to  admit  sufficient  im- 
ports. That  is  one  important  reason  why  so  many  of  the 
war  debts  and  American  foreign  investments  are  now  in 
default. 

( 1 ) The  amount  of  foreign  investment  which  can  profit- 
ably be  made  or  maintained  and  the  rate  at  which  it 
can  be  made  therefore  depend  on  the  general  na- 
tional policy  concerning  international  trade.  If  more 
foreign  investment  is  desired,  more  imports  must  be 
provided  for;  if  fewer  imports  are  desired,  foreign 
investment  must  be  reduced.  The  total  of  foreign  in- 
vestment possible  would  thus  require  government  de- 
cision. The  problem  of  how  large  a part,  if  any, 
government  decision  should  play  in  the  process  of  de- 
termining the  particular  enterprises  abroad  in  which 
investment  should  be  made,  needs  much  further  in- 
vestigation. Certainly,  potential  investors  should  in 
some  way  be  much  more  adequately  informed  than 
they  are  now. 

(2)  A careful  revival  of  foreign  investment  at  this  time 
would  not  only  promote  world  economic  recovery, 
but  through  that  recovery  facilitate  the  collection  of 
some  of  our  previous  claims  now  in  default,  and  also 
aid  our  export  business.  Toward  this  end  the  whole- 
sale terms  of  the  Johnson  Act,  forbidding  loans  to 
governments  in  default  on  their  debts  to  the  United 
States  government,  need  modification. 
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(3)  But  such  revival  of  foreign  investment  can  be  safely 
made  only  if  we  are  prepared  to  accept  additional 
imports.  Those  additional  imports  are  also  required  if 
our  claims  now  in  default  are  to  be  paid.  (Some  of 
them  should  be  scaled  down  or  written  off.) 

(4)  The  war  debt  question  should  be  settled  immediately. 
The  war  debts  can  be  paid— if  we  accept  sufficient 
imports.  We  suggest  a compromise  solution:  some  in- 
crease of  imports,  and  a reduction  of  the  debts  to  an 
amount  whose  payment  is  made  possible  by  our  im- 
port policy. 

(5)  As  in  the  case  of  foreign  trade,  genuine  arbitration 
should  be  substituted  for  intervention  by  one  nation 
in  the  affairs  of  another  on  behalf  of  investment. 

E.  International  Monetary  Relations 

Monetary  activities,  domestic  or  international,  though 
highly  important,  are  in  essence  instrumental;  they  are  to 
be  judged  by  their  efficiency  in  promoting  trade  under 
given  circumstances.  International  monetary  relations, 
though  almost  incredibly  complicated,  have  at  bottom  a 
simple  purpose— to  translate  one  national  currency  into 
another,  so  that  the  trading  area  may  be  widened.  The  so- 
called  foreign  exchange  market  is  really  a series  of  opera- 
tions for  bartering,  let  us  say,  bank-deposit  dollars  in  New 
York  for  bank-deposit  pounds  in  London.  The  cost  of 
pounds  in  terms  of  dollars  changes  with  world  supply  and 
demand  of  pounds  relative  to  world  supply  and  demand  of 
dollars.  Its  steadiness  (the  so-called  stability  of  foreign  ex- 
change rates)  is  important  to  all  who  deal  across  national 
boundaries  and  need  a basis  for  calculation.  The  instability 
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of  exchange  rates  and  the  fear  of  instability  have  been  at 
the  base  of  part  of  the  present  restrictions  on  and  control 
of  trade  and  payments. 

If  a nation  maintains  stable  foreign  exchange  rates,  it 
will  be  affected  rather  quickly  and  in  a particular  way  by 
changes  in  economic  conditions  over  the  world.  But,  even 
without  maintaining  stable  rates,  if  it  participates  at  all  in 
international  trade  it  is  bound  to  be  affected  by  such 
changes,  although  there  will  be  differences  in  the  way  in 
which  it  is  affected.  The  real  questions  are:  Which  inter- 
national trade  relationships  justify  the  exposure  to  change 
which  they  entail?  How  much  of  the  particular  sort  of 
exposure  to  change  involved  in  stable  foreign  exchange 
rates  seems  justifiable  for  the  sake  of  the  greater  inter- 
national trade  which  they  make  possible? 

The  international  gold  standard  is  a device  for  limiting 
fluctuations  in  foreign  exchange  rates.  There  are  other 
devices  to  serve  the  same  purpose,  and  their  relative  impor- 
tance is  likely  to  increase  in  the  future. 

( 1 ) Stability  of  foreign  exchange  rates,  although  not  ab- 
solutely essential,  is  very  important.  For  the  maxi- 
mum of  stability  with  the  minimum  of  trouble  to 
individual  nations,  progress  must  be  made,  for  ex- 
ample, in  lowering  trade  barriers,  preventing  extreme 
price  fluctuations,  and  reducing  the  speed  and  extent 
of  international  movements  of  short-term  investment 
funds. 

(2)  For  some  time  yet,  the  international  gold  standard 
may  be  defended  as  one  device,  in  company  with 
others  whose  influence  will  grow,  to  promote  proper 
monetary  relations.  Domestically,  gold  reserves  at  the 
basis  of  a monetary  system  aid  in  maintaining  popu- 
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lar  confidence;  and  that  domestic  reserve  status  gives 
to  international  gold  shipments  a special  significance 
in  the  guidance  of  the  banks  and  other  monetary 
agencies  of  each  nation.  No  other  metal  besides  gold 
is  needed  for  these  basic  functions. 

(3)  Although  the  menace  is  frequently  over-emphasized, 
each  nation  should  refrain  from  upsetting  the  inter- 
national economic  relations  of  other  nations  by  sud- 
denly depreciating  the  cost  of  its  currency  in  terms 
of  other  currencies. 

(4)  There  is  considerable  de  facto  stability  of  exchange 
rates  at  present.  To  move  toward  de  )ure  stability 
of  the  qualified  sort  mentioned  above,  though  doubt- 
less by  provisional  arrangements  at  first,  would  aid 
greatly  in  reducing  trade  barriers.  Nations  could 
make  commercial  treaties  with  less  fear  of  their  cal- 
culations being  nullified  by  changes  in  foreign  ex- 
change rates. 

[These  recommendations  were  first  written  several 
months  before  the  simultaneous  and  parallel  an- 
nouncements on  monetary  policy  by  the  American, 
British  and  French  governments  and  the  devaluation 
of  the  remaining  gold  currencies.  This  example  of 
effecting  economic  and  monetary  changes  after  full 
consultation  with  other  governments  leading  to  co- 
operative action,  rather  than  through  the  unilateral 
action  of  one  country  is  most  encouraging.  It  not 
only  points  the  way  to  further  effective  international 
economic  co-operation,  but  also  augurs  well  for  prog- 
ress toward  the  ends  sought  in  the  action  recom- 
mended in  (3)  and  (4)  above.] 
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F.  Territory  and  Migration 

No  matter  how  economic  activity  is  organized,  eco- 
nomic resources  are  the  only  things  there  are  at  work  with. 
Raw  materials  are  prominently  discussed  at  the  present 
time,  but  economic  resources  include  more  than  raw  ma- 
terials—indeed,  more  than  all  "natural  resources.”  They 
include  people,  not  only  in  quantity  but  in  quality  also— 
their  technological  skill,  habits  of  industry  and  thrift,  and 
the  like.  And  they  include  productive  equipment  (cap- 
ital), which  people  have  previously  made  from  natural 
resources.  Organizing  these  economic  resources  by  special- 
ization and  exchange  means  complication.  The  specialist 
is  almost  certainly  dependent  on  others  for  some  or  all  of 
the  natural  resources,  labor  and  equipment  he  uses  in  his 
work.  He  is  certainly  dependent  on  others  for  a market 
in  which  he  can  dispose  of  his  product,  and  for  the  prod- 
ucts he  wants  to  consume.  Therefore,  the  economic  well- 
being of  the  people  of  any  nation  depends  on  access  to 
economic  resources,  markets,  and  consumer  goods. 

Nations  differ,  not  only  in  the  total  amount  of  such 
economic  opportunity  within  their  political  boundaries, 
but  also  in  the  ratio  of  opportunity  to  population.  With- 
out trade  or  migration,  gross  inequality  in  per  capita  real 
income  obtains  between  nations;  with  trade  but  without 
migration,  less  inequality;  with  both  trade  and  migration, 
least  of  all.  But  the  people  of  all  nations  depend  to  some 
degree  or  other  for  economic  well-being  on  access  to  eco- 
nomic resources,  markets,  and  consumer  goods  abroad. 
There  are  three  possible  means  of  access— international 
trade,  political  acquisition  and  migration.  In  the  previous 
sections  of  this  statement  international  trade  has  been  dis- 
cussed. Here  we  shall  deal  with  the  other  two  possibilities. 
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Acquisition  by  some  nations  of  certain  additional  terri- 
tory, near  the  home  country  or  colonially,  would  doubtless 
represent  national  economic  gain,  if  the  only  alterna- 
tive were  a system  of  narrowly  restricted  international 
trade;  political  consolidation  would  mean  a wider  area  of 
free  trade  than  was  possible  under  separate  sovereignties. 
Also,  it  would  mean  in  some  instances  the  possibility  of 
increased  self-sufficiency  during  a war.  Finally,  depending 
on  how  much  exploitation  of  its  new  citizens  (the  ac- 
quisition of  whom,  with  the  territory,  is  often  forgotten 
in  arguments  on  this  matter)  the  dominant  nation  al- 
lowed, some  citizens  of  the  home  country  might  profit 
more  from  political  consolidation  than  from  free  inter- 
national trade. 

But  extension  of  political  control  over  new  territory  has 
regularly  represented  not  economic  gain  but  economic  loss 
to  the  vast  majority  of  citizens  of  the  home  country;  for 
example,  there  are  costs  of  occupation  which  are  reflected 
in  taxes.  Furthermore,  preferential  trade  arrangements 
between  the  home  country  and  the  colonies  may  widen 
the  trade  area  within  the  empire,  but  may  be  used  to  shut 
out  or  hamper  the  trade  of  foreign  countries  with  the 
empire.  Countries  without  colonies  are  likely  to  feel  ag- 
grieved and  to  seek  to  better  their  position,  perhaps  by 
military  action  to  obtain  colonial  empires  or  satellite  areas 
of  their  own.  And  other  grave  questions  arise:  Flow 
nearly  self-sufficient  is  each  nation  to  be  made  by  political 
redistribution  of  territory?  (Remember  how  many  ma- 
terials are  needed  for  modern  economic  processes,  and  how 
concentrated  geographically  is  their  original  production  in 
many  cases,  especially  the  high-grade  portion  of  the  out- 
put.) Which  territories  are  to  be  redistributed?  What 
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about  the  principle  of  self-determination  and  the  problem 
of  minorities  within  a given  political  jurisdiction?  Fur- 
thermore: How  needy  must  a nation  be  to  be  entitled  to 
additional  territory?  Shall  advancing  civilization  in  a once 
backward  nation  justify  such  a claim?  Shall  changes  in 
technology,  giving  new  materials  strategic  importance, 
establish  that  right?  Finally:  Which  nations  should  sur- 
vive? Into  how  many  national  jurisdictions  should  the 
earth  be  divided?  If  a few  great  empires  develop,  will  they 
not  breed  more  war  than  ever? 

Turning  now  to  population,  we  should  recognize  that  it 
is  not  a problem  in  itself,  but  a problem  of  relationships. 
Increased  population  does  not  necessarily  bring  increased 
difficulty;  everything  depends  on  the  quality  of  the  in- 
creased population,  and  on  its  access  to  other  economic 
resources,  markets,  and  consumer  goods.  Some  interna- 
tional migration  is  economically  justifiable;  for  example, 
superior  land  cannot  be  transported  to  people,  but  must 
have  people  transported  to  it.  In  a given  situation,  the 
more  freedom  of  international  trade  in  goods  there  is,  the 
less  necessity  there  is  for  vast  international  migration;  eco- 
nomic opportunity  is  brought  to  people,  instead  of  making 
them  go  to  it.  But,  with  more  freedom  of  international 
trade  in  goods  there  is  the  possibility  that  some  inter- 
national migration  may  be  stimulated— as  one  of  the  read- 
justments made  necessary  when  established  enterprises  are 
dislodged  by  improved  efficiency  elsewhere. 

Even  when  international  trade  is  restricted,  and  vast 
migration  seems  justified,  backward  areas  frequently  offer 
practically  no  solution,  since  they  provide  only  a few 
jobs  which  pay  higher  wages  than  prevail  at  home— at  least 
in  the  immediate  future.  Nor  does  mass  migration  to 
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higher-wage  countries  permanently  solve  the  "population 
problem”  at  home.  That  depends  on  the  emigrant  coun- 
try’s future— the  quantity  and  quality  of  its  population, 
and  its  access  to  economic  opportunity.  Other  nations 
have  a stake  in  that  future  too,  because  a refusal  to  allow 
immigration— even  on  unassailable  grounds— causes  inter- 
national friction.  Furthermore,  although  the  admitting 
countries  may  deem  immigration  of  a certain  type  and 
amount  desirable  in  the  long  run,  it  entails  transitional 
economic  difficulties,  and  non-economic  problems. 

(1)  We  therefore  recommend  that,  for  increased  access 
of  the  people  of  each  nation  to  economic  opportunity, 
greater  freedom  of  international  trade  be  developed, 
instead  of  recourse  to  political  redistribution  of  terri- 
tory. Even  though  progress  toward  greater  freedom 
of  international  trade  be  slow,  we  suggest  that  little,  if 
anything,  is  to  be  gained  by  territorial  redistribution. 

(2)  Redistribution  of  territory  may  have  some  political 
merit— in  a world  where  nations  dream  of  grandeur, 
or  think,  however  mistakenly,  that  more  territory 
will  solve  their  economic  problem.  It  may  serve,  if 
voluntarily  undertaken,  as  a means  of  postponing  a 
conflict  which  might  otherwise  grow  out  of  some 
special  crisis. 

(3)  The  population  problem  is  really  a three-fold  prob- 
lem-quantity, quality,  and  available  economic  op- 
portunity. Quantity  and  quality  of  population 
merit  deliberate  attention,  though  opinions  differ  on 
method.  Economic  opportunity  may  be  enhanced  by 
international  trade  and  migration.  In  general,  a na- 
tion’s immigration  policy  should  be  formulated  in 
much  the  same  way  as  that  indicated  above  for  its 
trade  policy. 
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G.  Domestic  Economic  Behavior 

Here  there  is  space  to  do  little  more  than  repeat  parts  of 
the  introduction.  Economics  and  peace  are  connected  not 
only  through  international  economic  relations.  Domestic 
economic  behavior  is  also  significant— by  acting  on  pros- 
perity in  general,  and  (chiefly  through  that  channel)  on 
international  economic  policies  in  particular.  In  general, 
the  more  economic  well-being  there  is  for  all  the  people 
of  each  nation,  the  better  it  is  for  peace. 

Two  further  words  seem  required.  In  the  first  place, 
improvement  in  domestic  economic  behavior  should  not 
imply  an  attempt  to  do  without  as  many  international 
economic  relations  as  possible.  It  should  rather  imply  the 
effort  to  utilize  every  international  economic  relation  that 
seems  wise. 

Secondly,  we  must  deal  with  the  frequent  assertion  that 
peace  is  impossible  under  capitalism— because  capitalism 
provides  insufficient  economic  well-being,  and  leads  to  bad 
international  economic  practices.  To  appraise  that  con- 
tention, we  should  remember  that  an  economic  system  is 
not  an  external  entity;  it  is  simply  the  total  of  our  eco- 
nomic behavior.  Nor  is  the  actual  economic  behavior  of 
any  time  and  place  a uniform  expression  of  one  "system” 
in  terms  of  textbook  logic;  the  so-called  laissez  faire  cap- 
italist system  has  in  actuality  been  mixed  with  govern- 
mental economic  activity  of  one  degree  or  another,  and 
that  activity  is  increasing. 

Certainly  capitalism  as  we  have  known  it  has  helped 
cause  some  wars.  The  particular  suggestions  on  inter- 
national economic  policies  offered  above  would  constitute 
considerable  change  in  capitalism  as  we  have  known  it;  and 
economic  well-being  in  general  may  require  further  con- 


ON  ECONOMICS  AND  PEACE 


63 


siderable  change.  But  whether  peace  requires  the  abolition 
of  the  capitalistic  system,  or  whether  some  substitute  eco- 
nomic system  will  (so  far  as  economic  influence  is  con- 
cerned) insure  peace,  depends  on  the  meaning  of  terms.1 
Finally,  doing  a thing  governmentally  does  not  automati- 
cally guarantee  that  it  will  produce  economic  well-being 
in  general  or  proper  international  economic  policies;  and 
it  may  increase  international  friction  by  making  a larger 
number  of  grievances  inter-governmental  in  character. 

'It  would  be  preferable,  H.  D.  Gideonse  believes,  if  the  remaining  portion  of 
this  paragraph  were  modified  to  read  as  follows: 

If  "capitalism”  includes  the  assumption  of  the  unchallenged  authority  in 
international  economic  relations  of  the  sovereign  national  state,  the  chance  of 
occurrence  for  some  types  of  war  is  likely  to  be  enhanced  if  international 
economic  contacts  increase — and  the  same  would  be  true  under  varying  forms 
of  "right”  or  "left”  collectivism.  If  "capitalism”  is  understood  in  a more 
strictly  economic  sense,  it  is  possible  to  argue  that  a gradual  transfer  of 
sovereignty  to  international  agencies  might  actually  give  a broader  chance  for 
peace  and  economic  well-being  than  a rapid  transition  to  collectivism  without 
accompanying  modifications  in  the  traditional  political  idea  and  practice  of 
national  sovereignty.  To  substitute  governmental  for  individual  action  does 
not  automatically  guarantee  economic  well-being  or  wise  international  eco- 
nomic policies.  If  the  wisdom  of  governmental  action  does  not  increase  in 
proportion  to  the  extent  of  its  authority,  the  expansion  of  public  authority 
might  increase  international  friction  by  making  a large  number  of  grievances 
inter-governmental  in  character. 
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